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into a firm, -well-knit, and yet flexible whole for tlie free crea- 
tion, expansion and movement of credit, will demand a good 
deal of economic thinking in the near luture With this is 
also implicated the problem of establishment of a Eeserve 
Bank on sound lines That the management of currency and 
credit will have to be unified m India to prevent the inelasti- 
city and instability of the monetary conditions is now accepted 
as one of the important financial tasks of the new constitution 
In what measure the type of Reserve Bank that is going to be 
established in this country w ill be able to achieve this purpose 
is not, however, certaiu Then there is the question of un- 
settling the ratio, of devaluation, whose effects will be different 
on different regions and sections of the community Divergent 
and even antagonistic agneultural and industrial interests will 
hav e to be co ordinated in order that the new constitution may 
fashion a financial policy, which instead of introducing a battle 
of the provinces lays the stable economic foundations of a 
Federal India Professor Sharma’s book will serve the valu- 
able purpose of focussing attention to these and othei insistent 
pioblcms m which the acumen and judgment of the Indian 
economist must have to lead India along the right road 
It lightly insists upon planned money, capital and credit as 
India’s urgent and basal needs, and the sooner this is 
recognised the better 

RADHA KAMA!- MIjKEKJEF 

TJm\ eksitt of Lucknow, 

August 1931 



PREFACE 


Ak attempt has been made m tine book to discuss tbc 
theoretical basis of the monetary operations m oigamzed 
markets noth special refeience to conditions m India Indeed, 
my aim has throughout been to convey to the xeadei a vivid 
impiession of the actual working and the interdependence 
of the various constituents of tlie Indian Monev Maiket The 
woik is intended to serve as a text-book on the subject and 
so special attention has been paid to the lequiTements of the 
B A and B Com Pass and Honouis couises of Indian Univer- 
sities and it should also piove useful to students prcpaimg 
foi the Masters of Arts Degree m Economics and Commeice 
I hope, howevei, that the book will also be found useful by 
businessmen and publicists who want to have a realistic 
idea of the Indian Money Market 

So far as I am aware tbeie is no single volume on the 
maiket dealing with the whole subject I have tued to be 
comprehensive and up-to-date within my limited compass, 
and for this reason topics like the Reserve Bank of India, the 
Impenal Bank of India Amendment Act of 1934, and the 
History of Indian Currency and Exchange after 1931 have been 
dealt with m the following pages m then proper places I 
have tried to take a judicial view of controversial topics 
such as those connected with the Reserve Bank, the Ratio, 
etc , and have given both sides of these great questions I 
have throughout taken special eaie to see that my own view- 
point should m no way obscure other views, particularly 
those of oui leading business and financial interests Wherever 
necessary, comparisons and contrasts with the London Money 
Market have been instituted to bring out cleaily conditions 
m our own eoimtry When facts and figures, not m common 
knowledge, have been cited, my sources of mfoimation have 
been duly given I also hope that the care spent on the index 
will enhance the usefulness ot the book 

W T hile the book has been wntten for students and the 
general reader interested m monetary questions, I hope it 
is not altogethci undeserving of the attention of speciahsts 
Informed criticism will, howevei, be welcomed from all quartern 
foi the improvement of subsequent editions 

My very special thanks are due to Prof R Ik MukoTjee 
of the Lucknow University for constant guidance aud encourage- 
ment throughout the preparation of the book, and foi bis 
learned Foieword to it Indeed, tlie work has gamed immensely 
by his valuable suggestions regarding the arrangement of 
chapters and other matters I am also indebted to my 
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honoured colleagues, Professor K S Bhatnagar M A and 
Di H D Sham a H A , Pli T) , for valuable help m preparing 
the hook foi the Press I am also obliged to the Editors of 
the Mycoie Economic Journal and the Gommeuc for permission 
to lepioduee a few chapters winch have appeared previously 
m their esteemed Journals 

K K Sharma 



CHAPTER I 


Introduction 

The development, of tiade, commeice and industry depends 
upon a well-organized money market The mdustnal progiess 
of a countiy is determined by the avadability of adequate 
finance The introduction of division of labour is very 
advantageous for industries, and as Adam Smith pointed out, 
the piogiess of division of labom m industries is limited by 
the amount of capital available The present industrial posi- 
tion of England, America and other Western countries has 
been achieved to a very great extent by the development of 
well-oigamzed money and capital markets Modem industrial 
stiucture and oigamzation have become very complex and 
necessitate highly-developed money markets They have been 
facilitated bv and m turn have facilitated the growth of highly- 
organized money markets 

Ciedit plays a veiy fundamental part m the scheme of 
industrial production Businesses cannot be carried on on a cash 
basis alone and credit has become highly indispensable A 
highly-developed and orgamzed credit system is possible only 
an a well -developed money market 

The teirn maiket is used m two senses firstly, it 
indicates a place where buyers and sellers of a commodity 
assemble to transact business and secondly, it also refers to 
all the operations connected with a paiticulai commodity 
Money maiket, therefoie, means all the operations which 
centre aiound the commodity money Thus it lefers to those 
institutions which deal in the borrowing and lending of money 
Such institutions aie banks of various kinds, discount houses 
and individuals who deal m the operations connected with 
money 

The mam function of the money market is to supply the 
pioduceis with the necessary amount of cash and ciedit foi 
transacting business There aie people who save money, 
but they cannot use it m business There are others who 
possess the necessary business acumen, skill and talent but 
lack m money Both these classes of persons aie brought into 
touch with one another by the help of a well-organized money 
market It attracts capital from those persons or institutions 
wlucli save it and puts it into the hands of those who aie able 
to make a good use of it In Western .countiies which are 
industrially well-developed, another function of the money 
market is the supply of efficient currency so as to secure the 
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relative stability m the purchasing povrer of money or m the 
level of prices This latter function is not dearly grasped by 
people and by those m charge of the credit policy of a country 
This lack of understanding of a proper regulation of efficient 
currency has been the main cause of the cmrency distuibances 
which modern society knows to its cost There can be no 
greater service rendered to the cause of economic stability 
than to understand and explain the foices governing the 
supply of an efficient system of currency and credit m a 
country By a wrong credit and currency policy the whole 
mechanism of the money market is disorganized and the result 
is a very gieat set-back to business and production 

Credit plays a very important part m money markets 
The most important elements of credit aie confidence, amount 
and tune Credit system implies the transfer of goods from 
one person to another, the payment foi which may be post- 
poned to be made m future, and it also indicates the loan of 
money for a certain period of time The most important 
media of credit are bank notes, Government promissory notes, 
bills of exchange, cheques, promissory notes of individuals, 
Hundis, etc A study of the money market of a country 
involves the study of all the operations connected with 
the creation and supply of such credit instruments 

The mam functions of credit are to save the use of metallic 
money, to finance the producei who is engaged m the produc- 
tion of goods m anticipation of demand, to permit the collection 
of a multitude of small amounts into banks and to minimise 
price fluctuations All these operations are essentially con- 
nected with the organization of money markets 

A well dex eloped ciecht system and money market are 
complementary “A fully co ordmated system of ciedit possess- 
ing different types of complementary institutions can never 
exist xvithont its indispensable concomitant a well-developed 
and reasonably planned money market The development 
of the one leads to the perfection of the other and nco veisa 
The money market is the grounds ork of the country’s national 
finance whose mam flexibility depends on a fine division of 
laboui and capacity for adjustment to changing conditions of 
society ” 1 

The Indian money market is not as developed as the 
money markets m Western countries This is a very gieat 
handicap to Indian trade, commerce and industries The 
amount of capital available is not adequate to satisfy all the 
demands and resort is bad to borrowing money from the 
London money market which is the international financial 


1 Ran Present Day Banlrna tn India pp 1-2 
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centre The credit system is not as specialized by the 
development of perfectly organized institutions as m 
Western countries or m Japan Very few systematic attempts 
have so fai been made to develop the money power of the 
country by banking institutions and hoarding still holds 
the field to a considerable extent The existing credit system 
lacks m elasticity and therefoie, banking credit cannot expand 
to meet the extia demand for seasonal currency The Indian 
banks have no pouei to issue notes and owing to then low 
cash resources, their capacity to create other forms of credit 
is very limited Cheque habit is not v ell-developed and there 
is the absence of close connection between the European sec- 
tion of the organized money market and the native section 
of it The Imperial Bank does not and cannot conti ol credit 
policy fully well This is done by the Government which 
is the currency authority m this country Piovision is made 
for the issue of emeigency currency to expand it m response 
to business needs , but this facility is not taken advantage 
of by the market owing to the lack of a bill market The Govern- 
ment maintains a few treasuries of its own to carry out its 
fifiancial operations throughout the country The result is 
that large funds can be withdrawn flora the market at certain 
times when they may be required there High money rates 
prevail and it is very necessary that such idle funds as lie m 
Government tieasunes should be put into the hands of the 
bankers so that money rates may be low enough to facilitate 
businesses 

Industrial banking facilities do not exist m India to meet 
the needs of the situation to an adequate extent Specialized 
institutions to finance industries do not exist and the existing 
joint-stock banks have not been able to provide the necessary 
amount of finance for the industrial development of the country 
Share and security markets do not exist to an adequate extent 
The result is that the debenture form of investment plays 
a very little pait m the financing of industries Our foreign 
trade is largely financed through foieign banks and m this 
lespect the Indian money market offers a striking contiast 
to the money markets m, say, England and America The 
bill market is practically insignificant 

There is little co-operation and co-oi dmation m the 
various constituents of the Indian money market The 
shroffs and money-lendeis seldom seek the help of the joint- 
stock banks and the lattei do not seem to have enough confi- 
dence m the Imperial Bank so as to be able to seek resort to it 
in cases of emergency 

The money-lender still controls the supply of agricultural 
capital and co-operative institutions have not been able to 
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cope with tlie situation and have not been able to reduce 
interest rates and to meet the needs of the cultivators on any 
extensive scale Land mortgage banking facilities are very 
inadequate to meet the needs of land owners in rural areas 

It is a great redeeming feature that a Beserve Bank is 
soon to start operations in the country which should take 
India along the right path of her economic development The 
defects of the Indian money market and of the currency system 
will to a great extent be removed As a matter of fact the 
establishment and sound working of a centralized banking 
institution to serve as a bankers’ bank and to control the 
currency and monetary policy of India is long overdue Of 
course, much will depend upon the degree of latitude granted 
to the authorities of the Bank to regulate the currency policy 
of the country If it is a truly national institution like the 
central banks of Western countnes, it should go a long way 
to promote the economic development of the country by 
removing the existing grave defects of the Indian money 
market 

The object of this book is to make a critical study of the 
Indian monev and capital market and of the various consti- 
tuents thereof An attempt is also made to offer suitable 
suggestions for improvement 



CHAPTER II 


Presidency Banks 

Tim money market and the banking system of India con- 
sist of the following constituents — 

(1) The Imperial Bank of India which came into existence 

m 3 921 by the amalgamation of the three Presi- 
dency Banks , 

(2) The European Exchange Banks , 

(3) The Indian Joint Stock Banks , 

(1) The indigenous hauliers known by various names- 
— the bliroffs, Mar wans, Chetties and other private 
bankers and money-lenders , and 

(5) The Agricultural Banks consisting of the Primary and 
Secondary Co-operative Credit Societies, Land 
Mortgage Banks, Post Office Sa\mgs Banks, etc. 
It is mainly from the above that the supply of money 
comes to the market, and they are the principal 
lenders of mone\ 

The borrowers of money aie (1) the Government of India, 
who annually float rupee loans (2) the local and provincial 
governments (3) the agriculturists who resoit chiefly to the 
agricultural banks and money-lenders for obtaining money , 
( l) the traders manufacturers and other small and large-scale 
entrepreneurs who get money from all these various agencies 
on their personal security and the security of Hundis Bills 
of Exchange, Plant and Machinery, etc 

Our mam business m the following pages will be to study 
the money market conditions in India by studying the above 
types of banking institutions and to suggest the mam lines of 
improvement for the proper and adequate supply and organiza- 
tion of money and credit m the light of the existing short- 
comings 

The Presidexct Bamcs 

Chronologically banking m India is as old as our trade, 
industry and commeice Ample evidence exists to show that 
m the Hindu and Mohammadan times banking facilities suited 
to the prevailing economic conditions were m existence and 
the use of Hundis was made on a very extensive scale At 
present it may be mentioned that banking of the modern Euro- 
pean type earned on on jomt-stock pnnciple did not come into 
existence till the advent of the Europeans 
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When the Europeans came mto Tndia, they established 
agoncv houses a Inch generally added a banking blanch to 
their mam trading business Many such banking institutions 
came into existence in the 18th century Otic such institution 
avas started hy Messis Jlvmilton &. Co m 1770 which was 
known hy the name of the Bank of ITmdostaii A second was 
staited in the eighties of the 18th centurj known as the Bengal 
Bank, and latex, t thud was also staited known as 
the General Bank of India on a limited liability bisis with a 
capital of Its 20 lakhs dnidod mto 100 sh ires Some of these 
banks issued notes also, but their m un function was to finance 
foreign trade earned on by the European igeney houses All 
such institutions tame to gnef and sooner m lata closed thur 
doors owing to 1 ick of proper organizing and m maging ability 
on the pait of then directorate Then prosponty laj m the 
particular numba of business iirms whom tiiej financed 

Later om as the foreign trade of India increased, the neces- 
sity of sound banking facibties grew moie and more The 
result was the introduction of tlnee seim government institu- 
tions winch till 1121 served as the mam pill irs of the Indian 
banking system The Presidency Bank of Bengal cune into 
existence in 1806 under the name of the * Bank of C ilcntta ” 
with a capital of Bs “10,00, 000 dulled into 500 shares of 
Bs 10 000 each It lecersed its Uniter of Incorporation 
m 1800 under the name of the Presidency Bank of Bengal 
The East India Company contributed about one fifth of the 
slime capital and appointed tlnee of the direct ois Till 1857 

the Treasure! and the Seeietaiy were uultnns of the Goiem- 
ment of India The Charter of the Bank sins modelled on that 
of the Bank of England’s Charter of 3691 According to its 
Chartei of 1809 it could not laid more than one lakh of rupees 
to any one mdiyidual and moio than fho lakhs to the Govern- 
ment , it could not raise its rate above 12 per cent and had to 
keep a cash reserve amounting to one-third of its outstanding 
demand liabilities and its total demand liabilities including 
deposits and notes could not exceed Bs 50 lakhs which was its 
capital Its Charter was renewed in 3823 and it could issue 
notes up to Bs 2 erores aud the piopoition of cash to its deni md 
liabilities was reduced from ] to \ It passed tlnough 
troublous years from 1S30 to 1S31 when its shares fell from a 
premium of Es 6,000 to one of Bs 500 and ei en came to pai 
But it survived its bad years owing to Government direction 
and vigilance 

c The Bank of Bombay was staited m 1833 with a capital 
of Bs 52 laklis divided into 3 200 shares of Bs 1,000 each 
The East India Company contributed Bs 3 lakhs towards its 
share capital and nominated, tlnee dnectois on the Board 
It was modelled on the lines of the Bank of Bengal It failed 
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m 1868 oi\ mg to mismanagement, lack of sufficient expenenee, 
tlie abuse of poweis by unprincipled secretanes, lack of sound 
legal advice and because of the fact that it tiansacted business 
of an unsafe character 

t^The Bew Bank of Bombay -was staited in 1870 and 
changed its name m 1876 From that time onward till its 
amalgamation with the other two Piesidency Banks it worked 
successfully and paid good dividends to its shareholders 

^ The Bank of Madras was started m IS 13 and its Ohaiter 
v as closely modelled on that of the Bank of Bengal Its original 
capital u as Bs 30 lakl s and the share of the East India Company 
was Bs 3 lakhs Its average note circulation before 1861 was 
Bs 15 to 16 lakhs It rendered immense service m popularising 
banking business m the Madras Presidency 

All the thiee Presidency Banks had certain common fea- 
tures Firstly, they weie s emi-gover nmental institutions- and 
as we have seen above, the Government had some share 
in the capital of all the thiee I residency Banks and appointed 
some members of their directorate After 1876 they became 
purely private banks and m that yeai the Government gave 
up its right to nominate men on then directorate and sold off 
its shares It also -withdrew the concession of placing at their 
disposal its funds free of interest which was the case up to 1876 
in which yeai the Government estabbshed its tieasuiy system 

Another similarity was that certain restrictions were 
common to all of them There were some very rigorous restric- 
tions as to the business they might cany on The principal 
restrictions were — 

(а) They could not deal m foreign exchange business and 

they could not draw, discount puichase or sell bills 
of exchange except those payable m India or 
Ceylon It v. as due to the fact that foreign exchange 
business pnor to the. adoption of the gold exchange 
standard was very nsky and it was thought pioper 
m the mteiests of then safety to prohibit them from 
carrying on this business 

(б) They could not laise funds outside India 

(c) They were not allowed to make loans for a period 

longer than six months 

(d) They were not allowed to advance loans on the security 

of immovable pioperty m any manner nor upon pro- 
missory notes unless they bore the endoisements of 
two independent names 

(c) They could not give loans upon the secuiity of goods 
unless either the goods themselves or titles to them > 
were deposited with the banks as security 
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These restrictions added to the safety of them banks and 
it was this cautiousness which was responsible for their sur- 
vival at a time when India was faced by severe banking crises 
Had these semi governmental institutions failed, there would 
have been a great set back to Indian banking Their mam 
functions were to receive deposits m India and to grant loans 
for a period not exceeding six months on the security of .it 
least two independent names Tins left a certain loophole, 
because any two independent names appearing on the commer- 
cial paper could satisfy the letter of the law ind the banks, 
of course, by satisfying the letter of the law proceeded within 
limits of prudence The\ financed the internal trade of India 
and could lend money on the secunty of goods provided the 
goods or their titles were deposited with them 7 her ah'O 
managed the debt of the Government of India and they weie 
paid for undertaking this business They also issued notes 
prior to 1862, hut this business of theirs was not aery important 
and profitable from their point of i.ow , because tlu're were 
restrictions in that they had to keep a cash reserve of J formerly 
which was later on reduced to ^ of their total demand 
liabilities 

The note-issuing function was taken away from them by 
‘ lU the Government of India in 1862 from which time onward the 
Government has been doing that business'! Eien under the 
regime of the Presidency Banks when tliej wore allowed to 
issue notes, the siipph of notes was not elaslif owing to the 1 
restrictions mentioned alien c As a compensation for tat mg 
over the note issuing business from them, the Government 
placed at their disposal all their cash balances hce of anv 
charge Tins the Government went on doing till 1ST 6 — the a ear 
m which toe lndcpenrlent treasury sxstem was established bv 
them The banks put obstacles in the s aj of the Goa eminent 
when the latter wanted to withdraw their fnnds foi disburse- 
ments on various items As a consequence the Government 
estabhshed its own treasury sj stem at the three presidency 
towns 

In 1876, however, the Government agreed to keep a certain 
minimum balance with the banks free of any charge and Id 
pay interest m case the balances kept were less than the legal 
minimum But no occasion arose to pay any mteiest because 
Jthe balances held avere alavays more than the legal minimum 

The hanks, hoavever, wanted the Government to allow them 
to raise funds m London and bring them to India, for by tins 
they could take advantage of getting it cheaper m England 
at about 3 per cent and investing it in India at higher rates and 
thus they could make a profit The Government, however, 
did not permit them to do so Mr Keynes also was not m 
favour of this because he showed that they could not employ 
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these funds duirag the slack season Until the funds could be 
employed all thioughout the year, there could be little advan- 
tage to the banks of this process being permitted to them. 

Yitfi Keynes, therefore, suggested that the banks should either 
get loans from the cash balances of the Government of India, 
or from the paper currency reserve But this was no new 
thing and as a matter of practice loans were allowed to them, 
the policy of the Government being to allow loans to them at 
tlieir published rates of discount 

This did not encourage the banks to get loans from the 
Government, for they could not get any profits m this way 
The Chamberlain Commission suggested that they should be 
allow ed loans at 1 per cent less than their discount late, 
but the Secretary of State did not accept the suggestion The 
Government, however, placed large funds at the disposal of 
these banks during the war to facilitate the public to make 
investments in the war loans ' 

The “Reserve Trcasuiy Bystem was very disadvantageous J 
because during the busy season demand foi money increased, 
but it was the time for pacing land revenue Therefore, at a 
time when funds were largely required in the maiket, a lot of 
them went to the government treasuiies This brought loss 
to cultivators, etc , for they had to sell when prices were being 
def ressed owing to sudden withdrawal of funds from the 
market The independent treasury system was, however, 
abolished in 1921 and no more comment need be made on it 

The above restrictions, however, did not prevent the Pre- 
sidency Banks from making progress On the other hand, 
they were helpful in lettiug them through severe crises very 
safely, though in those times other banking institutions came 
to grief and had to close then doors Lately, liow r ever, when 
foreign exchange business had ceased to bo speculative with 
the adoption of the gold exchange standard, there was little 
justification for these restrictions 

These banks were also very helpful m malung the note 
circulation populai by pioviding special facilities for their 
eneashmeut at their branches 

The following statistics show their position till their amalga- 
mation into the Imperial Bank of India — 
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73 

86 

805 

219 

117 

12 

1914 

75 

76 

91 

761 

267 

134 

12 

1915 

75 

65 

86 

S03 

256 

184 

12 

1916 

75 

55 

104 

960 

286 

161 

12 

1917 

75 

50 

87 

1,020 

496 

94 

12 

1918 

75 

50 

102 

954 

271 

139 

12 

1919 

75 

45 

104 

1,215 

436 

175 

12 

1920 

75 

45 

118 

1,579 

505 

211 

IS 


Figures me taken fiom the Indian Year Bool , 1929 

As the tables show the Bank of Bengal was the best from 
the point of view of financial standing followed by the Bank of 
Bombay and the Bank of Madras respectively The capital 
of these banks does not show any increase except m the case 
of the Bank of Madras where the change is slight During the 
r\ar time there was a great increase m the amount of the 
private deposits because of high pio .ts reaped by the people 
owing to rising prices Their cash reserves were much above 
30 per cent of their demand liabilities and their progress is 
pioved beyond doubt by the increase m investments and the 
increasing rate of dividend declared, thougli i i the casi of the 
Bank of Madras there was a uniform rate of dividend from 
1909 till 1919 



CHAPTER HI 


Commercial Banking 

Commercial banking in India is carried on by the Imperial 
Bank of India, the foreign exchange banks, the indigenous 
bankers and the Indian joint stock banks registered under the 
Indian Companies Act There is no clear cut demarcation 
■of functions of these various classes of banks m India, because 
the Indian joint stock banks do handle bills relating to export 
and import trade of India and the foreign exchange banks 
■deal not only with foreign trade but with every branch of ivliat 
has been called commercial banking and they have also been 
known to give cash credits and overdrafts to industrial con- 
cerns on adequate secuiity 

There is no lav prohibiting a bank from carrying on a 
particular land of business that it is permitted to do by its 
Articles of Association and its Memorandum Nonetheless 
these various classes of banks have specialized m various types 
•of banking and hence the justification for this classification 
In India as m almost all other countries of the world commer- 
cial banks mostly deal m the distribution of credit and thev 
are deprived of the right of note issue This function is 
performed by the State in India and by Central Banks m foreign 
countries Thev attract deposits from the public usually for 
short periods of time and supplement these resources by obtain- 
ing loans against their investments of various categories The 
money is lent out to traders and businessmen for short periods 
Thus these banks render a most useful service to the economic 
life of the community hy mobilizing the banking resources 
and making them available for profitable channels of trade and 
commerce 1 2 


1 “Before the war, the general pohcv and the chief activities 
•of the commercial banks differed appreciably from country to countrv 

In the Anglo Saxon, Scandinavian and Batm-Amencan countries 
"the hanks devoted themselves to what has beeD described as 'deposit 
banking’ — i e , to receiving money on deposit and lending it on short- 
derm to commerce and industry m the form of discounts and advances , 
.normally they avoided immobilising their resources m long term credits 
do, or participations m, industrial enterprises In these countries 
dhe banks did not as a rule exeieise any direct influence on the manage- 
ment of the business undertakings winch were their customers The 
banks m Continental Furopean countnes, on the other hand, largely 
specialised m ‘ investment ’ or industrial ’ banking As a rule, 
-they maintained close relations with industry and often took the 
initiative in creating new industries whose shares and bonds they 
subsequently placed with the general public Frequently, they main- 
tained a substantial proportion of these securities m their own invest- 
ment portfolio , an appreciable proportion even of their short-term 
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Distribution of Cojotercial Credit 
The advances given by commercial banks fall under three 
•classes (1) Advances against marketable security pledged 
with the bank , (2) Clean advances against personal credit with 
a second signature to the promissory note , and (3) Clean 
advances against the personal credit of the borrower only In 
India the first two types of advances are most common as 
against that of the third type m Western countries 


deposits was normally extended m the form of long-term working 
credits to concerns vmdei then control They were generally directly 
represented on the boards of the moie important undertakings financed 
by them Then general liquidity was largely dependent upon the 
financial position of a comparatively small number of important cus- 
tomers On the othei hand this policy resulted m a very active 
support to industry, paiticnlarly foi the opening up of new fields of 
activity, m countries whe”e capital was compai atively scarce 

This descuption of banking conditions on the European continent 
applies particularly to Germany, the old Austro Hungarian Empire, 
Italy, Belgium and, to a less extent, to the Netherlands In France 
the banques d’affaues and the mapoitant pm ate banking houses 
earned on business along sumlai lines , the leading banques de credits 
■opera ted chiefly as deposit banks and, in addition, played an impor- 
tant role as intermediaries foi the issue of Government and other 
public lo ms, both domestic and foieign — a form of investment winch 
was paiticulaily attractive to French capitalists The big commercial 
banks in Switzerland, which, howevei, were of less predominant 
importance than those of the other countries, also undeitook industrial 
banking on a laige sc°le, but owing to the early establishment of 
special trust companies acting as intermediaries between the banks 
.and industry the direct relations of the hanks with industry were less 
intimate 

Austro-Hungarian and German hanking practices were also 
adopted m most smaller Eastern European States After the war 
-the Succession States created new banking systems on the basis of the 
old local banks and the branches of the Vienna, Budapest and Berlin 
institutions These systems have, on the whole, continued the pre- 
war traditions 

In post-war Europe, the contrast between pure deposit hanking 
.and industrial banking systems has been considerably weakened The 
systems of the former type have extended their operations o\er a 
consideiablv wider range of activities and have entered into much 
closer relations with industry than formerly This is partlv the result 
of the first post-war depression which seriously affected many of their 
most important customers , short-term credits became frozen and, to 
protect their own interests, the hanks were fiequently obliged to take 
over the security foi loans previously granted and to assume diiecb 
control over large industrial undertakings The direct relationship 
thus established between hanks and industry enabled the former to 
exercise an active influence on the leorganization of the lattei The 
gradual liquidation of the hanks' industrial engagements pioceeded 
relatively slowly and had been only partly effected when the piesent 
depression set in Furthermore, m some of the countries concerned, 
issues of industrial shales and bonds especially those of older indus- 
tries have been less easily maiketed m the past decade than formerly., 
industry, accordingly, has had to lely upon hank credits to a greater 
extent * 
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The bullc of credit is grunted against tangible assets as 
bonds, shares and iramoi able property because the quantity 
of In o name papei acceptable to banks is limited The most 
favourite method of bon owing is the cash credit sjstem under 
which an advance is granted by the bank against a promissory 
note of the borrowei and secured by In pot hceation of stocks 
According to the system the boil oner has to pay interest to 
the extent to which lie mails of Ihe credit from daj to day 
The bank can with draw the facilities at am time, if necessirj, 
and the borrower can also similarly reduce the obligation sub- 
ject to a minimum interest clause according to which the bank 
would cliaige interest on a minimum amount usualh half the 
maximum limit of the drawing power allowed to the borrower 
The sjstem of cash credit stands m the waj* of the popularity 
of the bills of exchange 

The main reason for Ihe difference in the pnctice in 
Western countries and India is the tradition estiblished by 
the vanous classes of bmks reinforced by the provisions of 
the Indian Companies \ct requiring the classitication of a 
bank’s advances in the balance sheet as seemed and unsecured 
Other reasons are — 

(1) Absence of touch between borrowers and lenders m 

the money market , 

(2) Absence of the policy of “ one man one bank ’ 

(31 The managing agency sjstem , 


On the 1'uiopcan continent, on the other linntl, eacn the big; 
banks are not deleting nioie attention to deport ban) ing than foi- 
meily Then holdings of shares in mdusti ml undei takings Imo 
been leduced not onli in proportion to total ns=ot= but in ninny 
cases, eaen in absolute amount since befoie the wni and then methods 
for long term financing of industry have been substantially modified 
The risks mi oli ed in immobilising a large pi oportion of sliort-term 
funds in longterm credits became aery patent during the difficult 
periods of shaken confidence through which mosl countries passed 
aftei the war Thiough financial, trust or holding companies operat- 
ing chiefly with funds rased liy issue of dcbcntuics the bmks can 
exercise an influence on industrial conceins without becoming too 
closely identified with them fciuch companies haie oxpeiienccd a 
maiked development in recent wears, both in the countries whole 
mdustnal hanking is the most characteristic ami m those wlicie 
deposit hanking still predominates 


Fien though the contrast between the two mam tapes of hank- 
ing with legaid to their relationship to induslia has thus become 
less marked, there are still many significant distinctions between 
them, since the characteristics of the hanks aara from counira to 
countrv A staking featuie m post-aaai hanking particulaila in 
Germany and Poland, is the a era lapid oea ejopmont and meat 
importance of public banks (i e , ciedit institutions belonging to oi 
controlled by governments and other public bodies) which can a on 

° E dep t . 0 xT lt i and i' nnLln S ” (Commercial Bern! s, 1913 

1929, League of Nations, 1931 Edition, pages 13-14 ) 
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(5) Tho absence of institutions winch can supply informa- 
tion to bankers about ti.ulcrs and businessmen. 

'I he Indian Banking Committee write. “ We consider that 
banks in India gonoiallj should adopt, as far as possible and 
consistently with sifoty. .1 moic progiessiye police, in the 
matter of granting dem idvances on the person ll credit of 
borrowers In our opinion the change will be fncihltled by 
the growth of the practice ‘ one man, one bmk ’ 

Clem loans against personal 01 edit of the borrower of 
good characlei me as safe is nnj othei Collateral security 
is liked by the banker on the principle that there is strength 
in number but m ease of ba/iar discounts, the banker looks 
to tin' endoi'U who Ins presented the lull to the* baukei and 
not to tin onginil dtawei Therefore, a two-name paper is 
m pnctice against the security of the individual borrower 
Jn a Inigo numboi of cases the basis of credit is the banker’s 
confidence m the individual customer and tins confidences 
depends upon the fact that, the banker knows the boirowors 
peisonal standing, integrity and ability to liquidate the paper 
on the due date In 1 trge-scnle enterprises the banker cannot 
be expected to hnov personally ilio clmractei and financial 
standing of boirowris and lie must, therefore, supplement Ins 
general knowledge In information through other torn cos 
Jn England and America, Hejd’s and Duns lespcctnely, are 
the agencies to give information regauling the individual 
borrowers and such agencies should bo developed in India also 
At present individual banks in India maintain separate and 
individual establishments for getting inform it ion about their 
< ustomers The Indian Banking Committee recommend “ that 
the problem of pooling the information and oiganmng bomo 
bystem of collecting reliable information, a system suited to 
the needs of Indian customers and conforming, as much ns 
possible, to Indian custom, Bbould be .studied by the banks 
and the* bankers’ association pioposed bj us ” (Pages 383, 
38d of the Itcport ) 

At present an important source of getting credit 
mfoi mation In banks is the balance-sheet supplied by tlic 
borrower dncetly on enquiry To suggest that the Indian 
borrower is not as willing to divulge the inhumation finely as 
the, borrow or in Western countries will bo unjust and the 
Indian Banking Committee in this connection write that in a 
groat majority of eases such information is casilj available 
provided a roneet method of obtaining it is followed If the 
bnnkcirf maintain a piopoi touch vvitli their borrowers, they 
have no difficulty m getting such information •’ 

2 Indian Central lianhnni Committee's Itcport , pp 5S2, .Cs3 

• Ibid , p <5 S’ I 
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Anotlicr v ay to got credit information is tlio interchange 
of information, experience and personal knowledge of the 
various hanks regarding tlieir customers 

Capital, Reserve, Deposits and Cash Balances of the Ft incipal 
Indian Jomt-Slocik Banks on 31sf Dcccmhei, each near* 

Class A — Banls with Gapital and Reserve of Rs 5 lakhs 
and over 


{ rujurcs in Thousands of Rupees ) 

«r 


Year 

PS *>✓ 
•- S-i 

C -4-5 C 
r ? 

rz £« 

Cl c 

fcfs 

<y 

8 c 

PS c 

"c 

+- 

o 

tJ 

7 

c 

r 

p 

*» 

77 c 
eR 

1870 

2 

9, S3 

1,82 

11 07 

1 1,97 

5,07 

1880 

3 

lb, no 

3,11 

21,11 

01,17 

10 03 

1S90 

5 

33,70 

17,79 

51 09 

2,70 78 

57,79 

1900 

9 

82 12 

47,00 

1 27,72 

8,07,72 

1,19,01 

1907 

0 

S4 77 

77,62 

1 02,19 

1 3 ,98 oo 

1,73,50 

1910 

10 

2,77,00 

1,90,57 

3 70,21 

25 07 87 

2,80235 

1915 

20 

2 SI, 39 

1,50,07 

1 IS 01 

17 87 27 

1,99 41 

1910 

20 

2,S7,30 

1,73,00 

4 03 02 

21 73 07 

0,03,19 

1917 

IS 

1,03,70 

1 0‘2,00 

a 00 09 

31,17 01 

7,01,81 

101S 

19 

4,30,17 

I 0.7,79 

1 1 02 01 

■10 59,18 

9 IS, 78 

1919 

IS 

5,19,07 

2,24 27 

7 0131 

78 99 17 

12 10,03 

1920 

27 

s 37 02 

2,77,40 

10 92 IS 

71,1 1 01 

10,10 70 

1921 

27 

9,3S SO 

3 00,81 

12,39,01 

70 89 03 

15,07,90 

1922 

27 

S 02 21 

2,01,07 

10 03 89 

01 0 1,8(1 

12,0 >SS 

1923 

20 

0,89,07 

2, SI,' 39 

9,73,14 

1 1/2,82 

7,37,01 

1924 

29 

0,90,37 

1,80,39 

10,70 94 

52 70,72 

31,20,7 0 

1927 

2S 

0,71,00 

3,80,01 

10 79 01 

71, H> 3b 

10,09,57 

1920 

2S 

0 70, 1 1 

1,0S 07 

10 87,19 

79 08,02 

9,11 01 

1927 

29 

l) 88 70 

4 19,35 

31, OS, 07 

00,81,11 

7,09 SO 

192S 

28 

0,71 84 

o 34 00 

11,09,70 

02 S7 30 

8,19 00 

1929 

33 

7,80,97 

3,00,54 

13 73,51 

02,72 01 

9,01,99 

1910 

30 

7,41,32 

4, 40, SI 

11 S7 13 

03 23 SI 

7,00,79 


Class B — Banls with Capital and Reserve between Rs 1 
lakh and J ess than Rs 5 lakhs 


{Figures tn Thousands of Rupees ) 




2* & 

cr 

O C 


cr 

O 

o 

Year 

£A 

O o £ 


z* 

CJ*~ 

r 

O 

c 


c 5 A 

I 4 5 

S 5 

PS c 

y> 

O 

r— t 

7j 'e* 

5 R 

1915 

25 

45, 3S 

9,73 

37,11 

91,37 

20,01 

1916 

2S 

51,77 

11 50 

03 27 

1,01 23 

10,70 

1917 

25 

44,10 

10,24 

74,40 

99 20 

20,42 

191S 

2S 

48,05 

14,43 

03, OS 

1,75,35 

30,90 

1919 

29 

73,11 

21,80 

74,97 

2,28,49 

53,71 

1920 

33 

01 42 

19 97 

SI ,37 

2,33,40 

11,91 

1921 

38 

77,05 

23,23 

1 00, 2S 

2 20,02 

43,72 

1922 

41 

S3 00 

27,05 

1,10 05 

3 37 89 

50,02 


4 This table and -the following tables hai e been taken from 

Statistical Statements relating to Banls in India for 1030 
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Branch Banking 

There is considerable scope for the development of branch 
banking in India and the branches of the Imperial Bank of 
' India have been very successful in attracting deposits In 
England the deposits of the ‘ big five ’ amounted to £ 1,G6G 
millions m 1928 01 about. 14 times then capital and reserves 
which amounted to £310 millions , whereas the corresponding 
figures for the same year of the five biggest banks m India 
(not the Imperial Bank) were Bs 49 ciores and Rs 7 crores 
respectively 

The opening of a branch bank may not always be a 
remunerative business fiom the beginning and, therefoie, the 
Indian Banking Committee have recommended that the 
Reserve Bank w hen established should place at the disposal of 
a new branch of a joint stock bank m India at a centre where 
there is no joint-stock bank, foi the first five years, a deposit 
of such sums on terms and conditions as it may consider neces- 
sary Indigenous bankers should be linked up with the 
Reserve Bank in ordei that branch banking may develop m 
India and this will also pi ovule banking facilities m areas where 
theie is no bank m existence It will also strengthen the 
position of indigenous banlrcis 

At present theie is a general tendency for deposits collected 
at branches by the various banks to bo taken to head offices 
for utilisation Thus local places suffer for the sake of the big 
urban centies even during the busv season when theie may be 
a demand for funds at the mofussil centre It was proposed 
by ceitam banking committees that all branches should be 
compelled by law to invest a certain jioition of then deposits 
m the local place This piactice will be undesirable as it will 
interfere with the freedom of the banks to utilize tlieir 
resources to the best possible extent and it may be to the 
disadvantage of the country For this reason the Indian 
Cential Banking Committee rejected their suggestion 5 

Some witnesses urged before the Indian Banking Com- 
mittee that the competition of the Imperial Bank of India 
and of the Exchange Banks was too powerful for the Indian 
joint-stock banks to let them develop along sound fines The 
Indian Banking Committee do not favour any restrictions on 
the Impenal Bank to pievcnt this competition Accoidmg 
to them theie is no competition with regard to borrowing rates 
and that with iegard to lending iat.es is commended by them 
as being beneficial to the public and as a factor m bringing 
down the incidence of interest charges foi local tiade 
In order to ensure a well-ordeied development of jomt- 
stoclc banking m India, the Committee recommend that banks 


B Indian Central Banlmg Cornnnttcc’s Rcpoit, p 379 
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desiring to open new brandies should be required to obtain tbe 
approval of tbe Reserve Bank before doing so “Licences 
sbould be freely granted to tbe already established branches 
and it would be the business of tbe licensing authoritv to see 
that tbe provisions of tbe law and any other conditions specified 
m tbe bcences are compbed with ” 

Banks may not be able to open new branches owing to 
insufficient business possibilities In such cams they may 
open sub-offices or part-time branches which can develop m 
course of time This system proved satisfactory in rural areas 
m England Then there is the question of economical manage- 
ment In India it is a general complaint that the cost of 
management of mo'-t of tno Indian omt-stock banks is 
disproportionate to their scale 01 business They has e merely 
been influenced by a false seme of prestige m maintaining 
more expensive establishments than they can afford to do and 
they have been content to merelv imitate the expensive 
European models These banks should combine the efficiencv 
of the European model with the cconomv of indigenous bankers 
m India The Indian Banhmu Committ* e do not say 
whether this charge is true out they commend the suggestion 
for consideration to the management of the banks 

The Indian Banking Committee do not agree to the sugges- 
tion that the Postal Savings Banks should permit deposits 
being withdrawn bv cheques as it would make it more difficult 
and less attractive for joint-stock banks to open branches at 
suitable places and it would also interfere with the develop- 
ment oi the indigenous and co operative banks The stall of 
the post office will not be able to cope with the business and 
a highly paid staff would make the department too costly. 
The Banking Committee have also recommended that 
obstacles m the way of mergers among smaller joint-stock 
banks such as super-tax etc sbould not be imposed and the 
existing ones should be removed An exemption from, super-tax. 
for a limited period is recommended by them' — 

CtrsEs Peeyemxng Growth oe Lxdiax Joixt-Stock 
Baxes- 

The total number of banks and their branches in India 
will he seen from the following table' — 

Head Offices Branches 
3 164 

88 

171 512 


Total 174 704 

t Indian Central Battling Commdt“c <s 1 epori pta. 5-,!> 
SlaMiral Tables relating to Baals -m India far 1930 


Imperial Bank of India 
Exchange Banks 
Indian Joint-Stock Batiks 
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This means that m India there is one hank for every 
4,40,000 people There are several urban places and wide 
areas containing a laige numbei of people where there aie no 
hanking facilities The distribution is very uneven In the 
United Kingdom tlieie is a branch of a bank for every 3,500 
people and m England and Wales for eveiy 4,500 The follow- 
ing statement slums the position of bank offices m other coun- 


tries — 

Bank 

Offices 

USA 25,000 

Great Britain and Ii eland 13,100 

Fiance 4,400 

Geimany 3,100 

Belgium 1,200 s 


The main causes responsible foi the slow development 
of banking m India are — 

(1) Hoarding habit and dvcct loan'! to tiade and j nduslty 
m the form of deposits mill fn ms <» companies — This is not 
so much a cause preventing the growth of banking m the country 
as a lesult of the lack of banking facilities in mofussil places 
The deposits kept by people with peisons having very limited 
activities of banking show the dearth of banking and the dearth 
-of suitablo investments understood by people m which 
money may be invested , but this is an inevitable phase of 
transition through which India is passing 

(2) The deta tent effect of banlo failures in India — People 
naturally show great apprehension regarding the safety of 
-their funds because credit is a very delicate thing The figures 
>of failures from the year 1921 to 1930 are given below 0 — 


Number of Authorized Subscnbed 

Companies Capital Capital 


Paid-up 

Capital 




Ks 

Bs 

Bs 

1921 

7 

70,40,000 

5,80,965 

1,25,329 

1922 

15 

10,15,55,000 

27,25,744 

3,29,991 

1923 

20 

21,86,89,995 

9,92,36,480 

4,65,47,325 

1924 

18 

6,30,30,925 

26,46,370 

11,23,623 

1925 

17 

1,89,80,000 

25,41,695 

18,75,795 

1920 

14 

70,80,000 

7,05,815 

3,98,145 

1927 

16 

69,30,000 

6,83,372 

3,10,518 

1928 

13 

81,70,000 

31,65,740 

23,11 717 

1929 

11 

1,50,50,000 

24,99,050 

8,18,972 

1930 

12 

6,27,40,000 

46,55,445 

40,59,644 


8 Minority Report of the Indian Banking Committee, p 115 
0 Statistical Tables relaiing to Banks in India for 1930, p 35 
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The Indian Banking Committee did not investigate this 
question and m this connection Mr Manu Subedar m his 
Minority Report writes “ I regret that the committee did not 
investigate the question of the total hank failures m this 
country since the estahhshment of Government by the Crown, 
and the amount of money that uas lost m these failures 
It might have pointed out whether the bank failures have been 
greater and more disastrous m India of banks under European 
management, or of banks under Indian management It might 
have also brought out whethei they have been in excess of similar 
failures in other countries m the early period of the growth of 
hanking on modem lines On both these questions my 
personal feeling is that the failures under Indian management 
have by no means been greater or more disastrous and I also 
feel that India has not passed through an excessn e death rate 
m banks compared to other countries n0 

Unfamilianty of people with joint-stock enterprise is 
responsible for tins bank mortality to a great extent A bank 
failure is of necessity much advertised This publicity may 
help a hank like the Imperial Bank to winch the depositors 
may turn, hut it immediately penalises an Indian concern m 
which deposits are not renewed 

(3) The attitude of Government end public authorities — 
“ 'Without any desire to drag m political considerations of 
any kind, it may he mentioned that the Indian efforts m the 
field of hanking have seldom been viewed with enthusiasm and 
have been generally regarded with suspicion m official circles 

it is not that the discretion vested m officials was abused, 
but that it was used with undue severity, which led to a general- 
isation on the part of the pubbe and of the banks, which v ere 
aggrieved, that the official opinion was generally hostile ’ 11 

In this connection it may not he out of place to mention 
that in 1932 the Government of Bombay issued a circular where- 
in it was shown that it uas dangerous to insure goods with 
Indian insurance companies 12 It is from such things that the 
Indian public probably conclude— naturallj though— that the 
official attitude is not favourable to Indian ba nks 

(4) Compel ion and opposition of foieign institutions — 
The most advantageous points have been held by the foreign 
banks and the most profitable business is in their bands 

They do not caie for the less profitable (business) which 
they leave to Indian institutions, but they are watchful of 
every Indian institution that gathers strength and that can 


10 Minority Report of 3Ir 3Ianu Subedar. pn 

11 Ibid p 119 


mercc 


12 See the Report of the J'edershon of Indian 
■c and Industry, 1932, pp B17 and B18 


110 and 117 
Chambers of Com 
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piovo to bo a possible rival Their policy is thus the gonoial 
policy of monopolists, vis , give minimum seivico to get 
maximum leturn ” ( Minonti / Rcpoit of the Indian Banking 
Committer, p 320 ) 

(5) Limited trade and business in Indian hands — Banks 
prosper when trade and industry thrive but when the profits 
of the lattei fall, banks also sufler and a veiy laige portion 
of our tiado being in flic hands of foicigners, this is naturally 
a disadvantage to Indian banks , because foieigneis naturally 
piefei their own lath and km to Indians 

((>) ricfncncc to Indian Banhs — National sentiment 
affects business all ovei the woikl Foicigu banks encourage 
foreign insurance companies and slapping companies, etc , and 
the latter m then turn encourage the foimcr This tendency 
is not noticeable among Indian turns of biokers and agents 
■who arc subordinate to foreign bouses “ The absence of such 
sentiment is undoubtedly a handicap to Indian institutions, 
and if it is desired that this handicap should be removed, 
measures would have to bo taken from the lop to make this 
possible ” 

(7) (a) Entry into clcaimg houses of Indian jomt-stock 
banks is difficult The decision to take m a now member 
depends upon the majority which consists of foreign institu- 
tions and they raise difficulties 

(b) Now Indian banks and those specially small 
cannot expect to bo prefeircd to the older institutions 

(c) “ Theic is reason to believe, that Indian institu- 
tions generally and new Indian jomt-stock banks in particular, 
are disparaged by the superior staff of foieign institutions 
Theic aie a laige number of biokers, middlemen and others, 
including actual and prospective bonoweis and bank clients, 
who constitute the medium through which ridicule, disparage- 
ment and discouragement against Indian banks m general, and 
new Indian institutions m particular, are tiansmitted to the 
Indian publicj( ^ 

(S) Dearth of Capital — Tlieio is a definite hnut to banlang 
expansion 'in lndia wluch is sot by the available funds A 
largo number of people have made investments m tiado and 
government securities and if the atmosphere of the banks foi 
the success would be favourable, theio is no reason why banks 
should suffer from a dearth of deposits or share capital Theie 
arc numerous banking institutions in India which are not work- 
ing to tlioir full capacity and many smaller banks could offer 
a nucleus by amalgamation 

(9) The absence of cheque habit and transactions being to 
a gieat extent on a cash basis — Theie is lack of familiarity 



24 T11E INDIAN MOHEY MAE AFT 

not only with the use of cheque but of ci edit instruments in 
general, and this f"ct restricts the operations of established 
banks and the scope for new banks If banks could use verna- 
culars for cheques along mill English, tins might go a long iv ay 
to familiarize people with the use of cheque Hundi being 
an indigenous credit instrument has been m vogue m India 
since long and the cheque habit can develop if cheque forms 
are punted in local vernaculars 

(10) Legal hind) anew — The development of the credit 
system depends upon the efficiency of a legal system designed 
to protect and safeguard the rights of mdn iduals and to enforce 
a prompt fulfilment of transactions Credit mil become dear 
if the lender has to take iisks of unfair treatment in lav courts 
and cannot be sure of liquidating his loans by selling oil the 
mortgaged property The propel tv forms a good security - 
only if it is transferable mthout legal or customary hindrances. 
If there arc such restrictions on free tiansfei of the property* 
the banker will find it difficult to advance loans to customers. 
The Land Alienation Acts and certain Hindu and Mohammedan 
Lavs and customs relating to succession and transfer of rights 
present great difficulties m the v ay of hankers m India m giving 
financial accommodation on bankable security These diffi- 
culties should be removed it credit is to be made cheap in. 
India 


Remitt vr , cd ILvcilitils 

Commercial banks render a veiy nseful service inasmuch 
as they transfer money quickly and economically from one 
place to another The Imperial Bank charges one anna per 
cent on sums ovei Rs 10,000 and alloys a concession of 50 
per cent to joint stock banks over sums above Rs 10,000. 
The charges made by joint stock banks to them customers vary 
with the demand and supply of funds and the cost of internal 
remittance m India is said to he higher than m other countries 
In this connection the Indian Banking Committee write “ We 
recommend that it should he reduced as far as possible with 
a view to a better utilization of the resources of the country 
and a lowering of the rates of interest generally throughout 
the country If transfers of money for member banks 
and bankers were made bv the Reserve Bank free of cost as a 
national service, it would, we think, have a good influence 
on the equalization of mteiest rates throughout the country 
The views of the Royal Commission on Indian Currency and 
Finance may also he usefully quoted m this connection which, 
aie — 


13 Central Ban! mg Committee’s Beport, para 566 
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“ In anv scheme of banking rcfoim that may be planned, 
aye trust that due emphasis will be laid on the provision and 
■extension of cheap facilities to the public, including banks 
and bankers, for internal icnnttances ” u 

The Impel lal Bank should 1 educe the remittance cost to 
the public b\ charging half anna pei cent for 1 omittance of 
Its 10, 00ft and above to transfers between any two banks 
In mral aicas the ficihties can bo extended by co-operative 
societies 


Tun Qi i's-j ion or Liquidity 

Groat stress has been laid on the maintenance of propei 
liquidity on the part of Indian banks It is, of course, neces- 
-sarv that a bank must lionoui the cheques of his customer* 
on demand The banker must base sutlicicnt cash resources 
oi other working arrangements by which he must be able to 
meet his obligations, otherwise people will lose confidence 
•and banking habit would be discouraged Of course, the 
question of percent ige to demand liabilities is a matter of 
public opinion In agiicultural communities and m countries 
where banking habit is little developed and familiarity with 
tlio use of credit instruments is comparatively less, a higher 
percentage may be desirable In Western countries the dis- 
honouring of a cheque because of lack of cash resources has 
become an uncommon thing 

VauouB methods have been suggested to achieve this 
object and one of them is the sv stem of a Bankers’ Bank which 
may he a soit of a ‘ case of need ’ foi the bankei to help him 
m honouring the cheques of lus customers The othei method 
as that commcieial banks should confine themselves to short- 
term advances The foieign banking e spoils lias-c suggested 
that all long-term loans must come fiom special institutions 
•and that industrial requirements except for small seasonal 
needs must be met from debentures But it has to be remem- 
beied fbat debentures are not as familiar m India as m 
Western countnes partly because of lack of sufficiency of savings 
and paitly because of unfanuhaiity of people with this form 
of investment Mi Manu Subedai remarks m the Minority 
Report. “ In Western couutiies the loans of commercial banks 
aio for short period in form but without ugidity Consciously 
nnd dchbeiately, bmks play a veiy important part m the 
financing of industry and they engage the funds not by mecha- 
nical rules of period, but accoidmg to the needs of their clients 
„so long as they feel safe about the ultimate leturn of them 
money What happens m practice is that the deposits, wluch 

n Report of the Royal Comnnhuon on Indian Currency and Finance. 
1920, piu a 21' 
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are short-lived, are also renewed, similar lv, loans, winch are 
on the face of them, short period fret renewed Many authori- 
ties could he quoted to show that, watli regard to banking 
systems in manT countries, an undue emphasis m practice on 
short term loans would defeat its own object, and considerably 
detract from the service, which hanks can render to tiade 
It is necessary to lay dowu some standards, hut not impossible 
standards, and tlie interdiction to hanks, consciously to make 
loans, which would be iccoverod not m six or twelve months 
but in two and three vears even nnder absolutely safe condi- 
tions as to security, is not justified This does not again mean 
that theie should be no relation m xolume between such loans 
and the total working capital of the bank or that theie would 
not be need to scrutinise much more carefully loans extending 
over some time, since the change of economic conditions weak- 
ening the borrower, or the cntei prise, is more likely in the long 
period than in the slioit one The rule, winch makes self- 
liquidating trade bills the best miestment foi a bank, bas 
reference more to liquidity than to soundness and it would be 
a confusion of ideas if other considerations are all set aside 
and an attempt made to put before the Indian banking world 
models which do not exist m reality ’ 

‘ Banks have to provide for two things, nz , tlieir ulti- 
mate sohency b> taking care that the loans advanced by them 
will be recovered Tins is elementary This judgment is 
wanted of banks They have to provide for this by judging 
the credit of clientele and then resources carefully when they 
give clean advances, and, if they are not suie, by taking ade- 
quate securities Xo one from outside can help them, if they 
fail to do this, but the second requirement viz , their ability 
to meet any abnormal, sudden or emergent demand is 
one, in vliicb they are entitled to help from the Reserve Bank 
Securities, winch they possess, if they are adequate and sound 
as banking securities go, should be converted promptly into 
cash to help the institution to meet a crisis ’ 


Possibilities or Exp.vxsrov 

There are gieat possibibties of expansion along various 
lines for Indian joint-stock banks They should have some 
security against undue competition at the hands of foreign 
banks With tlie concession attached to joint stock banks 
some private bankers might take themselves to joint-stock 
banking business or they might group themselves up in a 
separate bank Amalgamation of smaller institutions, parti- 
cularly m South India, might be helpful provided the state 


i Minority Report of Mr _11anu Subedar 
Committee's Report, pp 12S-I32 


to tee Indian Banting 
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could take a hand in the matter The loan offices m Bengal 
and Nullus offer another ptomismg lav. material for the emer- 
gence of joint, s(ock banks Central co-operative banks might, 
•within limits, fake to geneial banking business 'which mil make 
them popular mth and known to the general public 

.Tomt-stock banks should build up strong reserve funds 
and cheque system should be encouraged as indicated above 
The Indian joint stock banks need piotection against foreign 
banks atul the field of internal banking should be rescued 
for the former 
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CHAPTER IV 


Imperial Bank of India 

The Imperial Bank of India was formed m January 
1921 liy amalgamating the Presidency Banks of Bengal, 
Bombay and Madras and is governed. Toy a special Act known 
as the Imperial Bank of India Act Vo XL! II of 1920 
This consummation was brought about because of the 
exponent e of wai time which clearly brought to light the 
weak points of the Indian Banking System and taught the 
advantages of union 

The total authorised capital of the Imperial Bank consists 
■of 225,000 shares of Rs 500 each and the paid up capital 
consists of 75,000 shares of Rs 500 each of which Rs 125 per 
share is paid up There is a Central Board consisting of two 
managers, the Controller of Currency as the ex officio member 
■of the Board, the President and Vice-Pi csident of each local 
board the Secretary and Treasurer of each local board having 
no voting power and four non-official members to be appointed 
by the Governor-General m Council to represent the interests 
of the tax-payers l The business of tins Board is to settle 
disputes between local boards, to publish the Bank s weekly 
statement, to deal with matters of general policy, to fix the 
Bank Rate from time to time and to look after the discount 
policy i The Board is to meet alternately at Bombay and 
■Calcutta once at least every quarter of a j ear and tbe Manag- 
ing Board has to meet oftener to transact business 

It is a commeicial bank with private shareholders and 
competes with other hanks to a certain extent Its predeces- 
sors were performing certain functions of a Bankers Bank 
and on account of tins reason and because it has additional 
responsibilities as tbe banker of the Government, tbe Imperial 
Bank is subjected to tbe following restrictions — 

' (1) The Bank cannot make loans or advances for more 
than six months 

1 (2) The Bank is prohibited from granting loans npou 
tbe security of its own stocks and shares 
(3) Immovable security cannot be accepted as tbe original 
or principal security for tbe loans though it can be 
accepted as subsidiary or secondary security 

c(4) The Bank cannot lend more than Rs 20 laklis to 
or discount hills of a higher amount of any individual 
or partnership firm except on tbe security of trustee 
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(2) It manages tlic public debt of India and also raises 
loans on behalf of the Government Its London 
office manages the rupee debt in London for a fixed 
remuneration 

Other Bxxkesg Fuxctioas 

Indian^ banul-lm a Bankers’ Bank and most of the leadmg 
-urnf-h ^- Ge P their cash balances except the till money 

Si MaS"of E ?S p°V 1C 3 “ 

banks wcreRs i L n Exchange and Indian joint-stock 
VCrG Bs 188 Iakhs and Bs 105 lakhs respectively 1 

are eleven^m dumber' ° t f anages the eie armg Houses which 
by the Bank b ' supervising staff being supplied 

first five TCars^itsTn^n^ °^ n 100 llevr brancbe3 -within the 
31 193ft ‘in „ ! ln anguration and by the end of December 

Stock banks leading if 'o th , e services of the Indian jomt- 
■cheques or other bills of exchSgf 5 ° F Snr0& f ° r collectln - 

of India mth 8 B W t0 f | ,1C cnrrenc - v system 

Currency Department to the extent of Ps i°f S fr ° m ttlC Pa P er 

season on tlie securitv of nlf f R 12 crore3 111 tb c busy 
pronded the minimmj Ban?’ ^ 

the public la^lndia^ ThTohnr* 0 l acillties to tbe banks and 
f e i per cent on sums iS to P s T oon T“ ber ° f the P ubbc 
between Bs 1,000 and 10 000 J 3 °^° a P f cent on sums 

Es 10 000 The dmiw- ra a ^T ( ir - er cent on sums above 
has to he paid by St *** The rate 

^•nere the purchasing bank P“ cbase omittance to a place 
sums above Bs 10 000 is i “° brancb Tb e rale for 

purchasing bank purchases a t ransV V=* per Cent vhea tbe 
to another ramfer from one of its branches 


hate 

Bank is prepared to hmdmme^on^ ^ vdllch tba Imperial 
Average Bank p, t I i government securities 
1921 up to 1930 - — 3 ° f the Im peml Bank of India from 

! *‘ dian 

- Statistical Tables relaiina in n T ’ P ~ ! 

3 Ibid p 9 J SanU xn *»*« X0o2, p 3 
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Tear 

Half Year ending 
30tli June 

Half Year ending 
31st December 

Annual 

Average 

1921 

6 04 

5 11 

5 57^ 

1922 

7 13 

4 51 

5 SI 

1923 

7 42 

4 50 

5 96 

1921 

8 05 

5 32 

6 68 

1925 

6 58 

4 70 

5 64 

1926 

5 65 

4 70 

5 17 

1927 

6 51 

4 96 

5 73 

1928 

6 94 

5 46 

5 20 

1929 

6 88 

5 79 

6 33 

1930 

0 51 

5 28 

5 S9 

A lecent writer 4 m tins connection lemaiks 

“The most 


noticeable feature of tbe Bank Bate is tbat the Imperial Bank 
does not effectively control the money market just as the Bank 
of England eontiols the money market m London Again, 
the expected lowering, levelling up and equalizing of the 
extremely high lates that prevail for banking accommodation 
m our country during the busy season has not been realized 
The ideally low Bank Bate of Fiance or Germany or England 
lias not been reached Of course, this is due to the govern- 
ment borrowings either m the way of the short-dated Treasury 
Bills or permanent loans for longer periods Unless it gives up 
long-term bon owing there would not be the possibility of 
collecting sui plus cash m the hands of the Imperial Bank and 
a lowering of the Bank Bate The seasonal swings for 
currency are no doubt responsible for seasonal fluctuations 
an the Bank Bate, but still the pj evading high rate of discount 
as chiefly due to the insufficiency of capital m the country ” 

Expected Advantages op the Bank 

(A) Fo> the general public 

(1) The public would gam much bv the popularization 
of the banking bnsmess, and the opening of branches by tbe 
Bank backed up by Government would cieate confidence into 
"tlie public regarding their wdhngness to entrust their money 
with the Bank 

(2) A training svould be provided in banking business 
“to Indians which would tram up recruits for banking business 
■and provide employment to them Being a semi-public 
unstatution, the Bank was expected to tram up Indians m the 
banking business 

(B) The Banl’s customer 

(1) High discount rates were expected to be reduced 
as a result of a fuller utdization and a more elastic use of 


4 Ran Present-Day Banking in India, p 42 
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government balances and a steady, uniform and cheapened, 
rate was to advance the industrial development of the country 

(2) A proper and vide distribution of capital was another 
likely advantage The London Branch was to keep the Bant 
m touch with the most important financial and monetary 
centre of the world, and it would obtain trustworthy- 
information in connection with English concerns interested 
m Indian trade 

(3) The increase m branches and the ability to discount 
more credit instruments implies that the Imperial Bank would 
render a great service to the trade and commerce of the country 

(C) The Government 

(1) The Government stands to gam because a lot of 
money locked up in the reserve treasuries during the busy 
season which causes stringency m the money maiket, can he 
and is utilized as the reserve treasuries have been abolished 
This money will be transformed ‘from mere warehouse mer- 
chandise into an actne banking power’ The Government 
has discontinued issuing currencv transfers to the public 
between am, two places m which there is a head office or a 
brancli of the Bank This means that the Bank will be 
responsible for transferring funds and making them available 
to the public and the Government 

(2} The decentiahzation of the public debt will improve 
its administration and enable small investors to make invest- 
ments and to go in for Government securities oftener than, 
now 

(3) ‘‘If the management of the balances of the Secretary 
of State and lus banking and remittance business were to 
be performed by the Imperial Bank’s branch office m London 
it would save him a lot of carping criticism bv the unenlightened 
public” 

(4) Loans could be floated at a low rate of interest by 
the Government 

(D) The Imperial Banl 

The Bank has an advantage inasmuch as it occupies a 
privileged position of a Bankers’ Bank It can successfully 
play this part as it has the hacking of the Government Its- 
successful v, ork will inspire confidence m the public and thus 
make it a bulwark of public confidence It should not, how- 
ever, be a merelv profit-making concern, but should have its 
eye on the interests of the country 

The joint-stock banks the co-operative banks and the 
exchange banks also stand to gam inasmuch as thev will get 
guidance, help and support from the Bank and it will come- 
to the rescue of the Indian banks m case of need 
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Advantages Realized 

All the expected advantages mentioned above have not 
materialized, but ceitam achievements stand to the credit 
•of the Bank Firstly, the great diffeiences formerly prevail- 
ing between the Hundi Bate and the Bazaar Bates have been 
considerably 1 educed Secondly, the great iriegnlanties 
between the Madras, Calcutta and Bombay money rates have 
Been equalized to a great extent The following table shows 
the differences between diffeient lates pnor to the establish- 
ment of the Impel lal Bank — 

Average Bank Rate of the Presidency Banks 


Tear 

Bank of Bengal 

Bank of Bombay 
Annual Average 0 

Bank of Madras 

1870 

5 73 

5 25 

4 50 

1873 

5 6G 

7 23 

7 00 

1880 

1 65 

5 01 

5 37 

1885 

5 38 

4 95 

4 47 

1890 

5 79 

b 24 

5 73 

1895 

i 33 

3 95 

4 26 

3900 

5 34 

5 35 

5 87 

1905 

5 09 

5 09 

5 11 

1910 

5 33 

5 16 

5 91 

1915 

5 69 

5 57 

5 70 

1920 

6 06 

6 37 

6 20 


Furthei, elasticity has been introduced into the credit 
system by the issue of emergency currency according to the 
Paper Currency Act of 1923 The Bank has also opened a 
number of branches m the vauous paits of the country and 
thus given encouragement to the development of deposit 
banking and cheque system It has helped a number of banks 
m times of crises and its help to the Alliance Bank of Simla 
may be cited on the point Merchants and traders are making 
increased use of the internal remittance facilities piovided 
by the Bank This has been due to reduction m remittance 
-charges The Imperial Bank has cultivated lelations with 
the Apex Provincial Co-operative Banks by allowing them 
the advantage of ovei draft system It has also enabled the 
middle-class investors to subscribe to the loans issued by the 
Government and has thus been responsible for promoting the 
.accumulation of capital m the country 

Its Shortcomings 

It has not fulfilled the expectations of the Indian public 
m regard to its attitude towards India’s economic interests 
The Bank was expected to rise to the full dignity and stature 

■ ■■ ■ — — — ‘ * 

J s Statistical Tables relating to Banks m India, 17th issue, 1932, 
P 9 
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of a central bank It "was thought that it would act as tlicv 
depository of the cash reserve of other banks and do more 
business with them than with the public and that it would 
care less for profits than for industries and trade and would, 
develop the acceptance business On these points the Bank 
has been very severely criticized 0 Sir T Gosvami m bis 
Minnie appended to the External Capital Committee’s Report 
writes, “I should like to express the common belief — for which 
I know there ir a good foundation m actual facts — that racial 
and political dmnmmafion is made m the mattei of credit and 
that Indians usually do not receive m mallei s of credit the 
treatment that their assets entitle them to, while, on the other 
hand, British businessmen have frequently been allowed longer 
credit than what on ordinary business principles they ought to 
have got This is a matter for enquiry We come across the 
following statement m the Mmonty Ilcpoii of the Indian Bank- 
ing Committee already referred to above “In his evidence- 
before the Central Banking Enquiry Committee, the Managing 
Governor took pains to point out the number of industries, to 
which assistance lias been given, and to refute tbe suggestion 
that industries m India did not receive assistance at the bands 
of the Imperial Bank Specific complaints came to ns m 
connection with the loans gnen out by the Imperial Bank 
to tea gardens, sucli loans being confined to four English 
biokers, through whom, aloue the Imperial Bank acted The 
fact that the superior stafi of the Imperial Bank is whollv 
English, may be at tbe root of tins feeling widely held, and this 
feeling holds an important place m Indian public opinion. 
The fact of the existence of Indians m the Central and 
Provincial Boards does not appear to have made serious 
impression on the adverse feeling in Indian circles ” s 

The fact that the Imperial Bank competes with the Indian 
joint-stock banks has been a source of bitter complaint for- 
tlie latter In lus oral evidence before the Hilton- Youmy 
Commission, Volume IV, page 93, Sir Bowie said, “ Placed 
above economic competition by virtue of its character as a 
quasi-state bank, it lias begun to compete with the indigenous 
joint-stock banks that have been left powciless to withstand 

0 Mr Manu Subedir, m his Mmonht Re-port to ilic Indian Haul iwf 
CoMirnttcCi write 4 ?, “On many occasions other after 01 before amalga- 
mation, it could have helped other institutions at a slight cost oi in- 
convenience to itself^ But it has acted m iranv hi actions vn a trulv 
impeml fashion Kot onli in its relation to joint stock hanks and 
co operative banks, w eie complaints placed before ns, but in otliei 
directions also in the past, discrimination nsainst Indian intei ests 

o«S le lm P 0Ilal Bank has been suspected " Minority Report , 

p /It to 

7 External Capital Committee’s Report, p 24 

6 Minority Report of the Indian Ranting Commit’ cc, p 264 
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against 17 Indians” (Genital Banting Committee’s Report, 
V 525 ) 

Tlie Indian Banking Committee in paragraph 4S3 of their 
Beport have recommended that if the Impeml Bank is given 
the concession of being appointed the sole agent of the Beserve 
Bank at certain places m India m connection with its entry 
into the field of foreign trade finance, no further recruitment 
of non-Indians to the superior staff of the Bank should be 
made except m special cases with the approval of the Finance 
Minister of the Government of India, but they have not 
suggested anv change for the interim period They write, 
“If the pm liege of the free use of the Government balances 
and other concessions now enjoved b> the Imperial Bank 
of India is a consideration in favour of the proposal of further 
Indiamzation as urged by witnesses, it has also to be remem- 
bered that these privileges arc not given without a quid fto quo 
and that the Imperial Bank of India has to incur a large 
expenditure on account of the staff emploved for carrying 
on the Government Treasury business We should at the 
same time Idee to add that the question of Indiamzation 
stands on its own merits as a matter of policy m India ” lt> 

The Government of India keeps with the Imperial Bank 
higher cash balances than it used to have with the Presidency 
Banks as is shown by the following table — 


Year 


1913- 14 

1914- 15 

1915- 16 

1916- 17 

1917- 18 
191S-19 

1919- 20 

1920- 21 

1921- 22 

1922- 23 

1923- 24 

1924- 25 

1925- 26 

1926- 27 

1927- 28 

1928- 29 

1929- 30 


{In Crores of Rupees ) 


Maximum Government 
Balances 

0 IS October 
10 12 August 
8 87 August 
10 1 March 
22 65 June 

18 60 September 
IS 26 February 
20 35 Julv 

25 87 July 
33 15 Julv 

29 74 July 
32 18 July 
28 96 May 

30 41 Julv 

19 97 April 
17 20 August 

20 65 June 


Minimum Government 
Balances 

4 85 May 
4 84 November 
4 42 November 

4 84 May 

7 37 November 

6 54 Aprd 

7 04 September 

5 84 February 

5 34 November 

8 22 November 

6 22 November 

7 42 December 

4 29 December 
3 85 December 
3 05 December 
3 71 Apnl 

5 88 June 


10 Indian Banking Committee s Beport , pp «S 72 , 373 
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The advantage of such interest-free halnnces is that the 
Bank makes profits for its shareholders The following 
monthly figuies for seven roais show that the Imperial Bank 
keeps seiv laigc sums of money belonging to the Government 
even in the busy season — 


Goicnmcnt balances uitft the Imperial Banl of India 

( In I it) hs of llvpics ) 

Slump Season — 


Month 

1023-21 1021 27 

1925-20 

11)20-27 

1027-28 

1028-2 

0 1020 30 

April 

11,33 

3 9,S2 

27,09 

13,00 

11,51 

7,34 

10,09 

May 

12,33 

20,50 

28, 13 

1 1,83 

11, 8G 

0,03 

8,59 

.Tunc 

12,51 

22,01 

22,20 

32,30 

9,81 

7,90 

10,05 

July 

2° 49 

12,18 

21,54 

3G,29 

15,58 

0,20 

33,07 

August 

23,12 

32, 0G 

39,02 

35,45 

15,74 

10,92 

12,44 

Sept 

3 5,70 

25,27 

9,9G 

20,23 

12,56 

5,70 

20,01 

Busy Tt adc Season 

’ — 






Oet 

7,79 

11 30 

7,10 

31, 03 

8,70 

0,32 

15,10 

2s o\. 

8,12 

10 It 

0 7t 

9.10 

9,00 

7,09 

14,00 

Bee 

8,50 

7,13 

5,26 

0,33 

7,04 

7,73 

7,05 

Jan 

3G,92 

17,91 

9,90 

13. 1 1 

7,38 

8,00 

17,30 

Feb 

22,03 

21,01 

13,86 

20,30 

7,32 

10,29 

18,26 

March 

20,91 

27,15 

21, tG 

21.02 

0,03 

5,00 

12,39 

The 

Imperial 

Bank 

of India is 

cnrtaihn 

g facilities to 


co-operative banks Tins is clear be a perusal of the ci idenco 
of Yimous v it nesses vho appealed befoie the Centnl Banking 
Committee (For details, consult tho llepoit of the Central 
Banking Committee , Yol II, pp 77, 78, 87, 103 and 12G ) 

In the Indian Genital Banking Engmri/ Committee's 
Ilrpoil, ye come across the folloving passage — 

"The policy of tlic Impel ml Bank of India m regard to 
the grant of financial assistance to some of the provincial and 
central co-operative hanks seems of late to haie undcigono 
a definite change , and it is slated that it shone to-day a much 
smallei measure of readiness to help them than it used to do 
in the past The ultimate lesult, theioforo, of the action 
of tho Imperial Bank will piobably bo to make money dealer 
to the agriculturists It. is also pointed out that the entire 
limit of cicdil hitherto alloyed to all tho co-operative banks 
m India on the co\ei of societies’ pronotes is no more than 
Bs 73 Lakhs, paib of v Inch was used foi slioit-tcrm loans and 
the lest vas mostly left undiawn to seive as fluid resources 
Tins m as a compaiatrvely small sum for tho Imperial Bank 
for its large resources Moreover, as the Bank onjojs the 
benefit of tho largo fiee balances of Government there is a 
moral obligation on the part of the Bank to finance the agu- 
cultural co-opei alive societies and if any change m the existing 
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arrangements is at all called tor it is m tlie direction of tum- 
m <T that moral obligation into a contractual guarantee or a 
statutory liabihtv B c feel that the change of policy 
to wlueh ire have referred is unfortunate, especially at a tune 
when the co opcratu c movement is growing m vitahty and 
is extending the scope of its usefulness towards the social and 
economic uplift of the rural population and sv hen its financial 
needs are, tberefoie, bkelv to mciease rapidlj ” (Repot t of 
ike Cent) al Banking Committee , Vol I, p 143, 114) 

The Bank has also failed to deielop the banking capital 
m the country Up to 31st March 102(1, the Bank opened 
102 new branches, 50 of winch were opened at plates where 
there were branches of Indian joint stock banks Rome of 
the branches of the Bank have not yet leached a profit-making 
stage It has failed to attract moie private deposits now 
than m 1920, though, of course, it must have deviated the 
deposits from other joint-stock banks 

Deposits of canons classes of banks for ycais 1919-30 
(In Crores of Rupee ” ) 


Year 

Imperial Bank of 
India 

1919 

Private Deposits 
08 

1920 

78 

1921 

60 

1922 

74 

1923 

74 

1924 

77 

1925 

78 

1926 

74 

1927 

72 

1928 

71 

1929 

72 

1930 

77 


Exchange 

Banks 

Joint-Stock 

Banks 

Total 

74 

61 

203 

75 

73 

220 

75 

80 

221 

68 

43 

190 

6S 

4S 

190 

71 

55 

203 

71 

58 

207 

72 

G3 

209 

69 

64 

205 

71 

66 

208 

61 

66 

203 

68 

67 

212 


The foreign evperts maintained that the failnre of the 
Bank to create new banking capital was due to the fact that 
the country was not “hounding with untapped banking possibili- 
ties This statement cannot be accepted as correct and the 
Indian Central Banking Enquiry Committee m paragraph 53S 
of their Report write, It is not however correct to infer 
that the banking resources of India are limited ” 


The mam reasons as given by a Madras witness m his 
•evidence before the Central Banking Committee axe the follow- 
ing — 


(1) The reserve and aloofness of the officials of the Bank 
and branch agents who are generally Europeans 
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and do not know the local languages and cannot 
freely move with people , 

(2) The inordinate delay caused m every transaction , 

(3) The indifference towards the customers , 

(4) The distance of the office from the business locality , and 

(5) The unwillingness to have correspondence in verna- 

cular at least to some extent 

The Bank has not been able to fulfil the high expecta- 
tions made of it regarding the provision of finance to industries 
and agriculture The commercial community m modern 
times expects its banking organization to piovide finance 
for all lauds of its needs The Agricultural Mortgage Coipora- 
tion in England for the supply of agricultural credit is the 
lesult of the efforts of British joint-stock bankers and the 
British Securities Trust set up to rationalize the cotton textile 
industry has been started under the auspices of the Bank?of 
England and these institutions point out the way m which 
the Indian Banking system needs leform The Bihat and 
0)issa Battling Committee Repot t states, “Tt will be seen 
that the Imperial Bank and the jomt-sfcoclc banks play no 
important part m financing the industries of the piovince ” 
An important witness fiom Bombay before the Indian Banking 
Committee said, “It has been alleged that the Imperial Bank 
practically tried to discourage and paralyse the textile industry 
by demanding monev when tlieie svas a crisis and strike in 
Bombay last year If His Exalted Highness the Hizam of 
Hyderabad had not invested a crore of rupees m the Bombay 
textile trade, that industry would have been doomed 
The Bank financed the English racers at Calcutta with a very 
large capital, while they could not accommodate the textile 
mill industry m Bombay and on the contrary they demanded 
money from the agents of the mills at a very inopportune and 
critical time ’ ( Indian Genital Battling Committee Report, 

Yol II, p 377 ) 

The Bank has thus failed to develop a Central rediscount- 
ing agency and an open discount market does not exist where 
the bdls can be discounted It has not adopted the practice 
of appointing local people to help the branch managers m the 
matter of discounting bills It has not provided adequate 
finance to mdustry and agriculture and is curtailing facilities 
to the co-operative movement Banking capital m the country 
has not been developed and to a certain extent Indian 
joint stock banks have been mjuied as a result of the establish- 
ment of its blanches in places where those of the latter already 
exist Allegations of discrimination as agamst different classes 
of cnstomeis, mdustnes and places aie also prevalent and 

F 
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Tin i\ni\\ m o\n nm 

to a a err ?rnt extent tin* Bmk liav depended upon fto\i rn 
mont balances 'ninth me supplied to it fr. e of mt< rest 

Tjir Brn Agio's or aw luriutu Ib^r vtnt I oim w,x Haus 

The President; Banks mil Lathing! >lml - had on, mens 
lor mutinl p alouu and suspicion 'Urn fotncn banks 
were intolerant of the Prunlima Hauls bn itise of the prm 
leaes of the litter 1 lu sphtri of the l’n>M<hnc\ l.an! was 
mtiniul trade and that of the for. ign Inn! * is for- ign trade 
atul the litttr tued tluir be-d to !t>p the toriun out of thur 
foreign tilde business 'Hit Pn ulimi Bud m p‘t«> of the 
backin': of the Goaunnunt iouUI not tr> t th.tr r. situ turn 
remoaed r l he Pnsiduua Innb on tin otliflimd <o"»p[um<i 
th it the Larhangc JS ml k did mtu into ml* rn d tr »h Im-mts.- 
and this complaint a\ >s dtlmiteU dmittul hi ion oiri! 
commissions of tnqmra ” 

The Imperi ll Hank sauted a profit ‘hie puimrslnp vifh 
the purposed Stite Bilik when tin I’niwnu of its i -tabhai 
ment on othual lm<s nose n> P*27 s.,, tj,, lAihmgt 

Hanks’ an concerned with tlte iisuil *-t ifi m mslitp, aslmh 
has chamcti med Hritish enterpribe out nh Hn. on, dub r- 
cnccs were never illowed tobuouu »< ut< , and it >ould appear 
now that there is a un dost and fru liufa umb r t mditur 
between the Impend Bind, and the fonign limbs Wiullur 
such m alliance vould sfriotah lumper tin aaorkiug of tiie 
Keserac Bank, when t iblishcd run tins to hi «om” 
[Minority Jtcpoit of Mr Mum ‘sulxdir, ]> 27b ) 

The Imperial Bank has bun acting as the b inker (>f the 
ioreign bankb and has been Unaming them The ditbcultus 
of the foreign banks during the \\ ir nuessit ited to operation 
between the predu c't-or-, of llie Imptnnl Bnnk and the foreign 
banks and the basis of co opi ration ifter that “ has bum tho 
continued embarrassment of Go\ eminent in the maintenance 
of their exchange polica The more frequent use of contrac- 
tion for maintaining tin exchange, and of a high bank rate, 
to support such contraction, and of extensile use of treasury 
billB to present remittance by Lxebangc Bulks of funds iii 
tlieir hands, has brought down tho foreign banks working 
an India and the Imperial Bank as Goa eminent Bankers, m 
much closer contact ” 

Tho Imperial Bank acts as agent of most of the foreign 
banks m tho interior to collect bills, cheques etc , mil it 
as interested in the working of the cltiring house of which 
tho majority of members are the foreign banks m main places 
There seems to ho a close understanding between the llaeii mge 


11 Minority Ucporl of the Indian lianl m,j Committee, p 271 



I M PERI A L BALK OF IE DIA 4 3 

Banlvs and the Imperial Bank, “perhaps through the common 
nationality of the personnel” 

The following table shows the figures of cash balances 
of the various banks with the Imperial Bank'- — 


(In Lakhs of Rupees ) 


Bate 


Exchange Banks 


31st March, 192$ 3,20 

30th September, 3923 3,71 

3 1st March, 1929 3,2S 

30th September, 1929 2,02 

3 1st March, 3930 1,88 

3Qth September, 1930 1,88 


Indian Joint-Stock 
Banks 
81 
1,12 
81 
90 
81 
1,05 


It show s that during the last tv o years the cash balances 
of the Exchange Banks with the Imperial Bank arc falling 
heavily It seems “it had something to do with the practice 
of some foieign banks, w r ho were paying m their cash into 
an overdraft account overnight, to the piejudice of the Imperial 
Bank ” 


Capital, Reset vc, Deposits, Cash, Investments and Dividend 
of the Impel ud Banl of India on 31 st December each yeai from 
1921 13 


(In lakhs of Rupees ) 


Year 

S'* 


ft 


£& 

1921 

5,62 

1922 

5,63 

1923 

5,63 

1924 

5,63 

3925 

5,63 

1926 

5,63 

1927 

5,G3 

1928 

5,63 

1929 

5,63 

1930 

6,62 


4,15 9,77 

4,33 0,96 

4,55 10,18 

4,80 10,43 

4,92 30,5") 

5,09 10,72 

5.24 30,87 

5,39 11,02 

5,47 11,10 

5,53 11,15 


Deposits 


o -w 

3 £ 

3 

P-i P) 

6,80 65, 7S 
14,16 57,00 
8,57 71,20 
7,50 76,71 
5,17 72,83 
6,45 73,90 
7,20 72,07 
7,95 71,30 
7,60 71 64 
7,37 76,60 



U 

CJ 

to 

tr £ 
o> 

gsii 

I s 

t> P o 

12,46 

1G 

9,79' 

16 

12, IS 

16 

16,37 

16 

17,01 

16 

19,15 

16 

18,59 

16 

23,76 

16 

33,00 

36 

29,25 

16 


© 

© 

c 

cj 


13.60 
15,07 
15,01 

15.60 
17,17 
20,90 
30,89 
10,58 
14,00 
13,04 


The Indian Banking Committee have made the following 
.suggestions to extend the activities of the Bank 14 — 


Minority Report oj iht Inuian lianlcmj Committee, p 27t> 

13 Statistical Staton nh relating to Banks m India for 1930 p 9 

14 Report of the Indian Banking Committee , p 36S 
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the isoiAy xoxej vahket 

“(i) It ought use the indigenous bankers as agents for 
collection of cheques "and bills m the same manner 
as it uses joint-stock or co operative banks {Para- 
graph 142 ) 

(u) It ought discount the bill? of indigenous bankers 
more freely than at present (Paragraph 114 ) 

(in) The assistance rendered to co-operative banks m the 
matter of cash credits and overdrafts against sound 
security should be continued (Paragraph 181 ) 

(iv)]It should grant to the co-operative banks renuttance 
facilities for other than co operative purposes on the 
same terms as for joint -stock banks (Paragraph 182 ) 

(v) It should continue to folloiv a liberal policv in the 
matter of granting advances against agricultural 
produce in go downs (Paragraph 185 ) 

<vi) The existing practice of giving loans against gold 
ornaments should be further developed (Para- 
graph 252 ) 

(vn) Within safe and proper limits it should extend the assis- 
tance at present given to industries on the lines 
followed by joint-stoek banks in Germany (Para- 
graph 391 ) 

(vui) Under conditions explained by us it should endeavour 
to take its proper place among the banks financing 
the foreign trade of India ” (Paragraph 4S3 ) 

IMPERIAL BAXK AXD THE RESERVE BA>K BILL OP 1927 

With the introduction of the Reserve Bank Bill in 1927, 
a Bill to amend the Imperial Bank of India was also intro- 
duced and the mam features of the amending Bill of 1927 
■were as follows — 

(1) The Imperial Bank was to act as the agent of the 

Beserve Bank m places where the latter had no 
branches 

(2) The provision giving pouer to the Governor-General 

to issue instructions to the Bank was to be repealed 

(3) The Bank was to be empowered to establish branches 

in India and elseuhere if it deemed fit 

(4) The Central Board was to consist of (x) the President 

and Vice-Presidents of the Local Boards, (u) a 
Managing Governor appointed by the Central Board 
(m) a Deputy Managing Governor (iv) the Secretary 
of the Local Boards, and (v) ?uch other persons to 
represent Local Boards as mar he apuomted bv the 
Central Board The Deputy Managing Governor 
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u as to vote in the absence of the Managing Governor 
The Societal ies of the Local Boards eonld take 
pait m the deliberations, but had no power to vote 

(3) The Bank w as to give advances and giant cash credits 
on the security of debentures of Municipal Boards 

<G) It v as also to be cmpoweied to open cash credits 
and give advmccs on the secuiitj of fully paid- 
up shaies and debentures of limited liability 
companies m India and elsewhere 

(7) The Bank was to be allowed to lend money on hypo- 
thecations instead of being restricted to make 
advances on the seem it }' of goods m its possession 

($) The Bank was to be allowed to deal in foreign exchange 
and the existing restnetions on the borrowing of 
money m England were to he abolished 

{0) The Statement of the Bank was to he m confoimity 
with the piovisions of the Indian Companies Act and 
vanous administrative defects m connection with 
the w oi king of the Bank were to ho removed 

In connection with the withdrawal of restrictions the 
Indian Banking Committee recommend that the llescrve 
Bank should have full discietion m selecting its agents and 
that it is prefeiable to use the Imperial Bank for agency busi- 
ness till some permanent arrangement could be made (Page 370 
of Hie Itcpoil ) 

Special Charter 

The question is whether after the establishment of the 
Beserve Bank, the Impenal Bank should have a charter of 
its own Tw'o objections are urged against a special charter 
Firstly, it is said that its position and prestige under the special 
charter would injure the mteiests of the joint-stock banks 
and secondly, it w ill be free from the obligations imposed upon 


1E Sec Minority lieport of the Indian Banting Committee, p 270 
Mi Mann Subedar writes “With regaid to the future position 
of tlie Impeml Bank, it is quite clem that when the Beserve 
Bank is established, tlie obligations of the Impenal Bank ns gov em- 
inent hankers must ccnsc Vanous restrictions on its business must 
also cense If that is so, tlieie is absolutely no leason, wlij there 
should bo a special Act for it, and why it should not conform to the 
oulinary huv of tbo counti \ , and take its lank ns the piemier Indian 
Toinl-Stook Bank It would be to the advantage of hanking m 
India, if the Impenal B ink were to take this place and were thus to 
experience m an unslielteied and unprivileged position, the plight 
of joint-stock hanks m India The authorities of the Impenal Bank 
would then tbiow m then weight to improve that plight, and seeking 
then own mteiests, they would nlso seive the mteiests of their class ’* 
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other hanks by the Tncban Companies Act The Indian Bank- 
ing Committee have recommended that the special charter 
should continue and that the relevant Sections 132 and 130 
of the Indian Companies Act should apply to the Imperial 
Bank also 

With regard to the concession of granting certain interest- 
free balances to the Imperial Bank to encourage branch bank- 
ing, it should be said that such faexbties should apply equally 
to othei joint stock banks The foreign experts who collabo- 
rated with the Indian Banking Committee objected to the 
provision of giving assistance to the Imperial Bank to open 
branches m the interior on a matter of pnnciple but the Indian 
Banking Committee do not agree with tins new and favour 
such concessions without involving prefeiential treatment 
to the Impenal Bank It was the question of preferential 
treatment to the Imperial Bank owing to which the provision 
relating to the grant of concession to the Bank was deleted 
by the Joint Select Committee of the Indian Legislature m 
1927 


An agreement is to be made with the Impenal Bank 
according to which the Bank will aot as an asent for the Tteseive 
Bank at all places where there is a branch of the Imperial 
Bank and no branch of the Banking Department of the 
Beserve Bank In the Bill of 192S the penod of agreement 
was 2 a years, but the London Committee favoured 35 yeais 
The Select Committee on the Beserve Bank has fixed the 
period of future agreement at 15 years in the first instance 
But after that the agreement is not terminable unless five 
yeais’ notice has been given on either side If the Imperial 
Bank fails to comply with the instiuctions given m matters 
affecting the safety of government balances or safety of 
currency chest balances m the custody of the Bank, the agree- 
ment is terminable The Imperial Bank wall not reduce the 
existing number of branches during the currency of the agree- 
ment and in turn the Government would make to the Imperial 
Bank a fixed payment of nine lakhs a year and this subsidy 
wall slowly disappear at the end of fifteen years 

hen the Beserve Bank is constituted it will take over 
government banking business at places at which it has offices, 
namely, Bombay, Calcutta, Delhi, Madras and Bangoon 
The work at present done by the Imperial Bank m respect of 
public debt at the public debt offices in C ilcutta, Bombay 
and Madias will also be taken over by the Reserve Bank 
(lor fuitker details see the chaptei on Reserve Bank ) 
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Statement of Affan s of the Imperial Bant of India on the 
■23i d Jane, 1933 lfi 



(000’s arc omitted ) 


Liabilities 


Assets 



Its 


Bs 

.Subscribed Capital 

11,25,00 

Government Securities 37,53,35 

Paid-up Capital 

5,62,50 

Other autliorired secu- 


Beserve 

5,17,50 

uties under the Act 

1,21,25 

Tublic Deposits 

7,81 39 



Other Deposits 

72.99,14 

Ways and Means 


Loans against 


Advances to Govern- 


securities pci 


ment of India 

4,00,00 

coni) a 


Loans 

3,65,04 

Xonns from the 


Cash Credits 

18,83,63 

Government of 


Inland bills dis- 


India under Sec- 


counted and pur- 


tion 20 of the 


chased 

2,89,54 

Paper Currencj 


Foreign bills dis- 


Act, against in- 


counted and pur- 


land bills dis- 


chased 

14,71 

counted and pur- 


Bullion 


chased pc? coni) a 


Dead Stock 

2,62,45 

'Contingent, liabilities 


Liabilities of consti- 


-Sundaes 

1,73,67 

tuents for contin- 




gent liabilities per 




contra 




Sundries 

84,55 



Balances -with other . 

2S,22 



Banks 





72,02,73 



Cash 

21,31,47 

Bs 

93,31,20 

Bs 

93,34,20 

'The above Balance-Sheet includes — 




Percentage 

25 82 

Deposits in London 

£960,400 Bank Kate 

3£% 

Advances and invest- 



monts in London 

£945,300 


Cash and Balances 




at other banks in 




London 

L°1 1,900 



The items of the aho\e statement reqiuro some explana- 
tion and the I labilities side may be taken up finsfc Paid-up 

10 /Vic J inltan JJconomisl of Calcutta, p 503, Jul> 3, 103 j 




4S THE IMHAh MOMA MMlhhT 

capital means that portion o£ the total capital winch has been 
actually pair! m cash by the shaieholders and the credit of 
the Bank rests on it ‘Reserve’ means the reserve fund of 
the Bank which mav be utilized in case of need ‘Public 
Deposits’ means the deposits of the Government on avJue.li 
the Bank has not to pay any interest and they increase -when 
tas.es etc , are paid in by people to the Bank ‘Other Deposits’ 
refers to the deposits made by the various classes of bankers 
m India, the Exchange Banks, corporations and traders and 
customers of the Bank m ordmarj hanking business with the 
Imperial Bank Usually w hen there is in increase in the 
‘Public Deposits' there is bound to 'be a decrease, though 
not to the same extent, in ‘Other Deposits’, because when 
people have got to make payments to the Government, thev 
draw upon their bankers who in turn draw upon the Imperial 
Bank with the result that the Bauk can only make a transfer 
entry decreasing the item ‘Other Deposits’ and increasing 
the item ‘Public Deposits’ therein As the pavment in 
some cases may he made directlv to the Bank both the items 
need not he affected to the same extent Similarly when 
transfers are made by the Bank from ‘Public Deposits’ to 
‘Other Deposits’ in tlic reverse circumstances the imount 
in the formci item decreases while tint in the latter increases 
The extent to which both these items are correspondingly 
affected by such transfers shows the strength of the Banking 
system 'the Imperial Bank of India pays interest on fixed 
deposits on sums not below Rs 500 and not on current account 
The Bank borrows money against some of its authorized 
securities included on the assets side and the amounts nndci 
these heads aie known as ‘Loans against securities per contra’ 
‘Loans from the Government’ under Section 20 of the Paper 
Currency Act Tefeis to the amount borrowed by the Bank 
on the securities of internal bills of exchange md Dumbs winch 
is the method of giving elasticity to the currency svstem of 
India ‘Sundries’ means other Labilities of the Bank 

On the Assets side Government securities denote the 
investments of the Bank m Government loans ‘Other 
authorized securities’ means those securities m which the 
Bank can invest money according to the Act It refeis to 
the securities of the State aided and District Board Radwavs 
and to those of the Port Trusts. Municipalities and Improve- 
ment Ti lists ‘Ways and Means Advances to the Government 
of India means the money lent to the Government for ways 
and means ‘Loans and Cash Ci edits’ refer to the advances 
made by the Bank to its customers on securities deposited 
by them with the Bank ‘Bills Discounted, Foreign and 
Inland’ means the bills of exchange purchased by the Bank 
‘Bullion’ means the gold and silver stock held by the Bank 
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Indigenous Banking 

It is not easy to define the term ‘ Indigenous Banker ’ 
“Whoever coined* the words ‘Indigenous Banker’ Ins not 
done sei vice to India The woid indigenous is a direct con- 
trast of * foreign 1 There have been foreign hanks in India 
hut Providence has been land tli it there have not been foreign 
b inkers doing work, which the indigenous bankers are doing 
The designation is not a happy one Ror is it a correct 
description Ror does it help m the classification ’ 1 The 
Provincial Banting Comnuttc c Reports have fully descubed the 
various types of bankers and money-lenders engaged in a large 
vanetv of functions relating to agriculture, trade and general 
banking Dr lam defines indigenous banker as ' any indi- 
vidual or pm ate firm w Inch, m addition to making kiansTertlTer 
receives "deposits', or deal "ln'IIundiS, orjjoth, each of- which 
functions clearly "belon gs"! o banking - It is difficult to assign 
any special functions performed by tins great heterogeneous 
class They peiform different functions m different provinces 
according to the financial and economic needs The indi- 
genous banker is known by various names — the Bama, the 
Sowkar, the Iilahajan, the Shroff and the like and different 
castes carry on the business m different provinces — the Warn aris 
and the ILultams of Bombay, the Chettics and Rattukottai 
Ohetties of South India the Khatns and Horas of the Punjab 
and the Ilultams and Rehtis of Sind and Gujrat, etc 

HISTORICAL Retrospect 

Indigenous hanking existtfky- 1 ^ndia even in Ycdic times 
when rates of interest were rf f to tk'wit loans were made 
generally to the poor and the o a third, fourth and 

fifth centuries AD deposit bailment secura was developed 
and hankers then understood \fcorernment the fluctuations 
of money value charged interfere securgnsurances bv land 
and sea, granted Bs/E and folloV\ 4 most of the practices of 
modern hanks 4 Ro accurate account is available of their 
functions and existence in the "Middle Ages, but still it can be 
•shown that indigenous banking flour, died m those turn s In 

Report of the Central Banting Enquiry Committee, 

- Indigenous Banting in India, by Dr I, C Tam, p 3 

s majority Beporl of the Central Ban! ing Enquiry Committee, 
pp !K5 9S 

4 Indirjenovb Ban 1 iny m India, bv Dr L C Jam, p S 
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the reign of Fcioz Shall (1351-83) tho bankeis of Sarsuti lent 
large sums of money to the king "which were used foi making 
payments to the army Indigenous banking was highly 
developed m Moghul times for we know that an orthodox 
Muslim Empeior like Aurangzeb honoured Mamk Chand, the 
eminent banket of that time, ruth the title of Setli and Ins 
nephew Fateh Chand, an eminent banker of Murshidabad, was 
given the title of Jagat Seth 01 woild banket by IDmpcroi 
Farukhslnyar in recognition of the monetaiv help gnen to 
the Emperor in Ins campaign against Emperor Manzoo Deen 
These bankers occupied an important place m tbe banking 
system of India even in the days of the English East India 
Company and this is evidenced bv the fact that Loid Clive 
enteitamed Jagat Seth foi 4 days at a cost of Bs 17,373 

In those days their functions were very impoitant They 
financed the foreign and the internal tiade of India and derived 
a lot of profit from tins source They lent money to the 
Emperois and the Eawabs gencially and specially during the 
wars on peisonal security at fanly high rates of interest 
Eevenue collection was clone through the indigenous bankeis 
They made themselves lesponsible foi paying land loscnue on 
behalf of tbe cultivatois and received grain fiom cultu atoi s in. 
hen of then paying icvenue on behalf of cultivators Money 
changing business w as another nnpoi lant function w Inch they 
peifoimed Dui mg the period beginning with the leign of Akbar 
up to the tune of Bahadur IT, the number of mints was about 
200 and in Aurang/eb’s leign alone there were no less than 70 
minis manufacturing coins Tow r ards tbe end of tbe Moghul 
period there was a bewildering collection of coins, some of them 
of tho same denomination bearing diflerent dates and calculat- 
ing at varying values in different portions of the country To 
change one land of com foi another was an important service 
perfonned by these bankers An aveiage man know very 
little about the fluctuations m the rate of exchange m which 
function, the bankeis specialised themselves 

The fall of the Moghul Empuo was followed by a period 
of internecine wars md political disiuption m India At such 
a time trade and mclustiy could not have flourished and so 
W'i s the case with banking But to carry on these wais money 
must luve been requned and the services of the money 
changers and bankers must ha\ e been nccessarv At the same 
time with decline in tiade, the indigenous banking sj st em must 
have received a set-back 

With the establishment of the rule of flic East India Com- 
pany, the Emopean mei chants and (lie English agency houses 
m India began to finance foreign trade, foi it was mainly m 
then hands and the currency refoim of 1335 introduced by tho 
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Buh'h Administration v JueJi idopfed the present rupee for 
the vhole of India ciu&ed tv curtailment of the functions of 
indigenous l» inkers 

The f fleet of eulv European hoiking institutions m India 
upon the mdige nous 1 ) ini ers w as thus unfnv ouiable to the latter 
-which m.unt mud 1 siparate existence fiom the foimer Tlie 
Europe m Houses beg in to liinnce foieign trade and the indi- 
genous Innker fmuued flic ngriudtuie mdustiv the cottage 
industries md tlie internal trade The two kept apart md no 
elToi! wis m ide to t o ordin it( them although later on the 
indigenous h uders found it profit iblc to increase their resources 
he limiting to borrow in" occasion ill} from tlio picsideney 
bulks md tin joint stock banks 

Pi 1 SLM I' L NOTIONS 

The fnm turns of an indigenous moneylender consist in 
in iking adv mrcs m the foiin of mono}, corn, seeds 01 cattle 
to ignt ultniists on the sceuritv of the product or movable or 
immovable proptrtv or on inrsonal sceuritv also The mdi- 
gt 110ns banker on the other hand eames on tlie functions of 
mom \ lending deposit receiving on current, or fixed deposit 
u counts lllowmg eas)i ereeiits md dealing m bills of ea- 
ch mgo or llumlis of both kinds — demand and usance But 
the st functions lie pc rformetl bj a modern bank also luniung 
on Western lints There is a lot of diflereiice nonetheless 
lit tween tin functions of indigenous bankers and those of a 
modern bulk Ml indigenous bankers do not leeoivc deposits 
md men if tine receive them such deposits form a very small 
portion of tlu'ir total rtsomees But a modern bank on the 
eitlni hand, rants its working capital mostly through deposits 
Tin withdrawals allowed bj the indigenous banker^ against 
eli posits are nmstlv m the form of cash and not bv cheque wlnc.li 
i- the e nt with modern banks Some indigenous bankers, 
however do nsue cheque hooks in vernaculars which have a 
sire mrrow emulation A modern hank provides a cheap 
< urn m \ in the form of deposits subject to cheques and finis 
lit Ip-, to bring lbout clistieitv to the currency sjstem and helps 
in st ibilinng the prut level The indigenous bankers rarelv 
resort lo issuing cheques and do not, therefore, give the benefit 
of pioviding a elieip curiul itiug medium The indigenous 
b ml er dot s not tontine lnniself oxc.lusiv elv to banking bustuiss 
I'lopi’" as a modem bulk does but times on certain other 
business abo which doe= not proporlv spnking fd] under the 
province of modem banks The other business which indi- 
gnities banktis cum on is industrv, trule md commerce 
Tin v >tt is g»,iiu dr tiers general inert h mts commission agents, 
brokers truhrs, industmlists, jewellers t te The business of 
mom v -lending md deposit receiving occupies a sccondirv place 
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-\nth the indigenous bankers This tendency is more pronounced 
an recent years owing to the fact that they have been losing 
giound m banking business because of their antiquated methods, 
unification of the modern currency system provision of cheap 
and safe lemittance facilities and the use of co-opeiative socie- 
ties They also cany on speculative dealings m stocks and 
shares m Bombay Stock and Share Market “ Tins is not the 
business of a scientific banltei who should avoid speculation 
undex all cases The indigenous bankers do not fear a run 
-from then customeis because they do not raise deposits to a 
great extent They allow loans on the security of laud, build- 
ings, ornaments, and the like and do not realize the enormous 
difference between a B/E and a mortgage’ They do not 
keep their assets m a kquid foim and do not suffer thereby 
Because they deal with their own money They do veiy little 
to promote banking habit which is done by modem banks 
The creation of banking habit is veiy necessary for the economic 
development of a countiy Piomotion of thrift can be incul- 
cated by receiving deposits on interest and as indigenous bankers 
do not do so, they fail m achieving this object 

The importance of these differences should not be exagge- 
rated and the services rendered by indigenous bankeis should 
not be minimised Their services m financing agriculture, 
cottage industries and internal tiade are of immense importance 
to India 

Katuke, Extent and Methods or Business 

The opeiations of t.he indigenous bankers are not attended 
with formalities and delays Their accounts are kept iu a 
Simple and economical way, though they are accurate and 
efficient Their establishment is not costly and they are easily 
accessible They receive no regular banking education except 
that -which is picked up m the rcgulai course of business, and 
from past experience of their firms 

The indigenous bankers cannot estabbsli direct relations 
with cultivators and they finance agriculture through local 
•Salmkars and money-lenders In Buima the Chettiyar sends 
•out Ins clerks to the villages to deal with local bonowers and m 
Biliai the indigenous banker lends to gram merchants and 
advances directly to zanundars who have an easy access to 
towns He also mdnectly finances agriculture by financing 
internal trade He has ceased to advance money against 
land m provinces -where Land Alienation Acts are in force 

The indigenous banker maintains a close personal touch 
with the trader and the small industrialist He does a lot of 
.general banking business in tbis connection, such ?s buying 
•and selling remittance, discounting Kundis. receiving deposits 
■and granting loans against stock-in-trade The majority of 
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the indigenous hankers combine banking with trade and be- 
cause of competition from joint-stock banks, their banking 
business has declined and they have tried to make up this lost 
ground bv developing trading activities Their banking 
business has also declined for the following reasons 

(a) Loss of agencv business in Hnndis because the export- 

ing firms have established their own branches 

(b) Heavv stamp duties on bills winch have restricted then- 

bill business 

(c) Temptation for speculation v Inch they can fulfil m trade 

and not m banking 

There are three kinds of indigenous bankers at present - 
(11 Those whose principal business is banking, (2) those whose 
principal business is trading but who employ surplus funds 
in hanking business also and (3) those who are both traders 
and hankers 

Eei \tio~ns with Org vtazm B vxeixg Ixstitutioxs 

Iso authoritative statistics arc available with regard to 
the business done bv the indigenous hankers We have seen 
that the financing of agricultural industry the cottage indus- 
tries and the financing of internal trade largely falls to the share 
of indigenous hankers The total agricultural indebtedness 
m India is about Its 900 crores and the Hnndis discounted or 
rediscounted by the Imnennl Bank even m the busiest season 
never exceed Es 12 crores Thus the part played by the 
indigenous bankers in financing trade and industry is very 
considerable 

Internal trade is also financed by the joint-stock banks 
and indigenous bankers are to a certain extent dependent upon 
them The jomt-stoch banks keep an approved list of the 
indigenous bankers with whom thev carry on business Every 
banker on the kit is assigned a certain amount of credit 
determined bv his financial position and he will not he allowed 
credit more than this amount The joint-stock banks will 
refuse to discount the Hundis endowed by the indigenous 
hankers if they exceed this limit though, as a rule this limit 
is seldom exceeded is the indigenous bankers prefer to invest 
their own rands rather than endorsing the Hnndis and redis- 
counting them with jomt-stock banks It is onlv m the busy 
season that they borrow funds from the joint stock hanks for 
at that time then own funds are less than the accommodation 
required bv the traders At such a time the customers’ Hundis 
are endorsed and taken to the joint-stock banks which readily 


- Central Bant mg Enjiury Com niltce Rcpo-l, p 90 
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discount them according’ to the standing of the banter concern- 
ed Tiie banker refuses to accept too many Ilundis of the 
same customer m order to be on the safe side The joint-stock 
banks do not take the Hundis directly from the traders with- 
out the indigenous bankers’ endorsement, for m that case the 
Hundis would have behind them only the personal security 
of the traders, but with the Shrofi’s endorsement the security 
is enhanced 

Betations or Ixbtgenoes Bamcers to the 
Imperial B vmc 

The Imperial Bank of India provides the following facili- 
ties for the Indigenous Bankeis (1) It provides remittance 
facilities for tiansfer of funds from one branch to anotlioi 
The branches to which funds aie transfened are enabled to 
purchase the Ilundis endorsed by the indigenous bankers or 
■one branch is m a position to issue demand diafts and tele- 
graphic transfers upon another to which money is transferred 
(2) Anothei facility is that the Impenal Bank m the busy 
season grants accommodation to the indigenous bankers by 
rediscounting the Hundis endorsed by them Such endorse- 
ment is essential to satisfy the provision of the Imperial Bank 
Act according to which the Imperial Bank cannot rediscount 
a Ilundi unless it bears two mdependent names Section 20 
of Act X of 1923 as amended m 1921 autlioiizes the Imperial 
Bank to borrow emergency currency from the Paper Currency 
Reserve in busy season to the extent of Es 12 crores and to 
advance it on the secuiity of self-liquidating Hundis The 
Bank has, liowevei, found it difficult to get Hundis, for the 
indigenous bankers want cash credits Formerly these facili- 
ties were not taken advantage of because of the high rate at 
which eraeigency currency was issued by the Government 
to the Impenal Bank In 1924 the minimum rate was reduced 
to 6 per cent for the first i croies, 7 per cent for the second 
mid 8 per cent for the next four erores This was the minimum, 
but tbe loans were to be at the current bank rate Later on, 
the scale was reduced further, but still the amount of genuine 
Hundis coming to tlie Imperial Bank does not usually exceed 
-5 or 6 ci ores 

Trade Bills are not available in large numbers mainly 
for two leasons Firstly, the current methods of internal 
trade do not provide scope for trade bills to bo drawn and sold 
m the villages Secondly, people who can draw them have no 
training in their creation and discounting 

The connection of indigenous banks with the clearing 
house system is praeticalh nil, and thej are not members of 
the clearing house S3 stem manly because the cheques passing 
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through them -ire not of sufficient amount to justify their becom- 
ing members of the system The number of cheques drawn 
on them is small and such cheques are collected by a branch of 
the Impeiial Bank or a joint-stock bank But if no branch 
of the Imperial Bank or of a joint-stock bank is there at such a 
place where the drawee indigenous banker resides, tbe latter 
makes payment either by cheques on a clearing bankei or m 
cash 

Detects or IxDiGENOts Bamming 

The chief defect of indigenous banking is that it liardly 
constitutes banking m tbe proper sense of the word It has 
comparatively bttle of deposit and discount business and is 
confined mostly to money-lending business This money- 
lending business has m itself several unfortunate concomitants 
such as evtortionately high rates of interest, usurious compound 
interest rates and dishonest dealings on the part of money- 
lenders All these evils have very unfortunate economic conse- 
quences to the borrowers and to the country as a whole Lack 
of deposit banking is also responsible for the prevalence of 
hoarding habit People may disagree on the amount of hoards, 
but the fact that they do exist is an established one and this 
is responsible for a lot of economic waste So murh capital 
productively employed must go a long way to improve the 
economic condition of the people of oui countiy Most of the 
people of India being llbterate cannot understand the methods 
of modem banks on European lines having their accounts m a 
foreign language Indigenous bankers know very well their 
customers and can inspire confidence into them and are also 
easily accessible to them It is only these bankers w ho can do 
much in creating banking habit among the people of this 
country 

Absence of a native discount market is another defect 
of indigenous banlang The discounting of Hundis plays a 
very small part m the financing of trade and industry as 
compared with the use of cash employed for the purpose This 
involves transfer and retransfer of funds from one place to 
another winch is wasteful and uneconomical Moreover this 
fact is responsible for lack of any effective and important con- 
nection between the indigenous banks and the joint-stock 
banks Another defect is that the indigenous banlang system 
neither controls nor as controlled by joint-stock banks There 
is no effective leadership m the Indian monov market The 
indigenous hankers work more or less as independent units 
In busy times, the indigenous bankers do approach the jomt- 
stoek banks for accommodation, but for the most part of the 
year the bazar rates are not determined by the B?nk Hundi 
rate In the slack season the bazai rate may be low er than the 
Hundi rate as the indigenous hankers have surplus funds and 
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can underquote the joint-stock banks Further, the indigenous 
bankers m the slack season have high leseives with them 
because they do not deposit them with the joint-stock banks and 
m busy season, they have to seek the help of the joint-stock 
banks and the result is that they lme to keep unduly high 
reserves with them at one time and rery little at anotlici time 
The joint-stock banks also have to maintain lugli leserves 
•owing to the lack of a central banking institution 

Liwcenq the Imiigexous lUxKnt v mi inn General 
Bamqjg System 

The next question naturally irises as to bow those defects 
sue to bo lemoved It is clear that unless some connection 
and close relation is estabhshed between the indigenous banks 
and othei banks, situation cannot impiove The Bazar and 
the Bank operations must be coi related in some sj stematic way 
Another Une along ■which refoim should go is that the method 
of cash ci edits should be replaced hr trade bills, but m any 
case the change will be r cry slow and the llliteiacy of the popu- 
lation will stand in the way to a very gteat extent The ques- 
tion is, " lion should the indigenous bankers and the money- 
lenders be linked to the Indian joint-stock banks through the 
development of an indigenous bill market that both may 
respond to the policy of a Central Bank i ’ Th Jam suggests 
that Iheie should be a closei contact betveen the joint-stock 
banks and the indigenous banks by developing the functions of 
the endoising sliroff This can be done if the joint-stock banks 
increase their brandies v Inch is not m then interests very soon 
because they must co ordmate their position first The indi- 
genous banks must change their existing methods and take 
up those functions which the discounting houses peifomr m 
England Hey indigenous banlvs on jomt-stock lines must be 
formed to leceive deposits, discount bills and issue cheques 
People will be able to entrust their savmgs to them because they 
will inspire confidence mto them The advantages of tins refoim 
will be that loans will be made at lover rates, for moie capital 
will be available Of couise, they will have to discriminate 
between productive and unproductive debts and between spend- 
thrifts and tlio thrifty Thus, they wall be able to grant loans 
for productive purposes and will discouiage borrowing foi unpro- 
ductive purposes They will also encourage the creation of 
commercial papei which they wall readily discount 

Tins new system will be helpful to the co-opeiative socie- 
ties as well These amalgamations wall be of those houses 
which now compete with co-operative societies and they wall 
rediscount commercial paper endorsed by the co-operative 
■societies The latter will thus be able to finance their honest 
customers by endorsing the latter’s Bs/E Jomt-stock banks 
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also -viill gam, for commercial paper will be created for being 
rediscounted with them Indigenous bankers "will alwaxs 
be able to meet any demands of their customers and joint-stock 
banks mil get good paper to invest their mono; m The new 
indigenous banks mil supply the nn°smg link between the 
modern nionex maiket and the indigenous money market 
bj providing an open market m indigenous bills for the Central 
Bank which will be anle to function as a bankers’ bank 

Ppoposvls or Pbovincui. Banking CoarumrE-* 

The Provincial Banning Committees suggested the follow- 
ing ways to link the indigenous banking sj stem with othei 
banns — (1) Indigenous bankers should he linked walk the 
central banking institution of the countrj as its agents m those 
places v here no other banking organization exists Certain 
restrictions should be imposed upon such indigenous banks 
m order to avoid risks of speculation (2) Indigenous bankers 
who satisfy certain conditions should be treated as member 
banks on the approved list of the Reserve Bank when created 
and they should be required to keep a certain amount of their 
deposits with the Rosen e Bank and should get the same faci- 
lities for rediscounting commercial papci as other member 
banks subject to certain restrictions (3) Commercial hanks 
including the Imperial Bank should discount the bills of indige- 
nous banks more freelv At picsent, there is a complaint against 
the Imperial Bank that its local branches m some places refuse 
to rediscount Hundis beaiing the endorsement of oven the 
firms of highest repute 0 (• l ) Indigenous bankers should 
re-orgamze themselves on modem lines to inspire public con- 
fidence and the Government should encourage re organization 
oy appointing such institutions when formed to be government 
bankers (3) A class of licensed bankers should be created 
which should get certain pmilcges m return for certain obliga- 
tions The privileges should be special facilities for recovering 
their money from their debtors, their rates of interest should 
not he changed under certain conditions, the Imperial Bank 
should not open a branch w here the kcensed indigenous banker 
is working, facilities for remitting funds through the Imperial 
Bank and grant of rediscounting facilities by the Reseive 
Bank should be on the same terms as those enjoyed by the 
joint-stock banks ' 

Ppoposals of the Cent? al Banking Enquiry 
Cowjutoee 

The Central Banking Enquiry Committee, after careful 
consideration of the various proposals, have come to the 
conclusion that some action should be taken to improve the 

6 Bengal Committee Report quoted on pn,e 10S, Central Banking 
Enquiry ComnuHez Report 

1 Central Banl iruj Enquiry Committee Report, pp 106, 107 
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position of indigenous banking m Tndia and that the indigenous 
banker should be made a useful member of the Indian Banking 
System The indigenous bankers’ lates of mteiest do not com- 
pare unfavourably w ith those of ordinary joint stock banks 
and tlieir advantages to Indian commercial community are 
greater than those of joint -stock banks, but the indigenous 
bankers have fallen on evil days In the interests of agucul- 
ture, finance and tiade of the count ly some action is necessaiy 
Agriculturists, mei chants, tiaders and small industrialists 
mostly depend foi financial help upon the indigenous banker 
even m places w here othei types ot banks exist Joint-stock 
banks null take a fanly long time before they can do enough 
vork foi Indian economic development The extension of the 
co-opeiative movement on such a scale as to leplace the indi- 
genous bankeis is uot possible m the visible future The Imperial 
Bank of I tub a is not likely to spiead its net-work of branches 
to a greater extent because many of its existing brandies have 
not yet reached a profit-making stage In view of the above 
reasons, the Committee make the following pioposals without 
involving any compulsoiy measmes — 

(l) The indigenous bankei should be brought into direct 
relations with the “Reserve Bank as soon as it is established and 
rediscounting facilities should be provided for such indigenous 
hankers as come into direct relationship with the Reserve Bank 
Indigenous bankers wlio do only proper banking business and are 
piepared to shed then otliei business should be put on tlie 
approved list of the Rescive Bank and some standard of capital 
should be fixed winch an indigenous banker must satisfy befoie 
ho can be given the icquired concession (2) Such of the indi- 
genous bankers wdiose deposits do not exceed five times their 
capital, should, duiing the fust five yeais of the woikmg of the 
Reserve Bank, be exempt fiom tlie iuIc relating to compulsoiy 
deposits and at the end of the penod the Rescive Bank may 
take such action as it deems proper to make its credit policy 
effective 6 (3) Jio condition should he imposed as to the maxi- 

mum rate of interest to bo charged by these banks m retui n for 

8 Ordinals membei ban! s should maintain a certain percentage 
of their time and demand liabilities as mteiest-fiee balances with the 
Reserve Bank, but the Committee ha\e not insisted on such a rule 
hemg imposed rn connection with mdigi nous bankeis foi the following 
reasons (1) The object of such compulsou deposits is to enable the 
Rescue Bank to control the ciedit police of the mcmbei banks, but so 
far as indigenous bankers m geneiai arc concerned, then deposits and 
operations though larg, in the uggiegate aie mdnidunlly small and, 
therefore, the principle of compulsory deposds cannot apply to them 
with as much foice as it can m case of other banks ( ; ) Small, in- 
digenous bankers cannot furnish the necessaiy letums foi the observ- 
ance of this rule (3) The principle of compulsory deposits will not 
attract tlie mligenous bankers to come into the sphere of the Reserve 
Bank System ( Central Banking Enquiry Committee Itepori, p 108 ) 
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the facilities offered, but the Reserve Bank should be given the- 
power to see that institutions receiving rediscount facilities fiom 
it do not el large unduly high rates of interest from the public 
(1) The same remittance facilities should be given to these banks 
as are given to all joint-stock banks bv the Imperial Bank of 
India or the Reserve Bank -when the latter is estabbshed (o) 
The Imperial Bank should adopt a more hbeial poker for pro- 
viding banking facilities to indigenous bankers (6) An Associa- 
tion of All-India Banks and Bankers should be formed as earlv 
as possible and such indigenous bankeis whose bills the Reserve 
Bank decides to accept should become full members of the 
All-India Bankers’ Association This wall raise their status and 
improve their banking methods (7 ) Local indigenous bankers 
should form themselves into joint stock banks (8) ‘Ivommandit 
principle banks of the German type should be established in 
India (9) A co-operatn e bank of indigenous bankers should 
be formed to discount the Hundis of member banks and it 
can rediscount the same wath the Reserve Bank And (10) Bill 
bioking should be adopted as an integral part of the indigenous 
bankers’ business 

The indigenous bankers should themselves carry out these 
reforms and the Committee “are of the opinion that if they 
bring their system of operations more into line with the custom 
and practices of commercial b°hks m the matter of audit and 
accounts use of bills and cheques prompt payment and 
receipt of moneys and conduct of business strictly m accord- 
ance with legal requirements, they will take their proper 
place m the banking system of the country ’ 

Mr Ramdas Pan lulu m his Minute of Dissent wants actiom 
to he taken beyond the recommendations of the Majoniy 
Report He says, “ that the question of plating the indigenous- 
banking system as a w hole on sound, stable and solid modem 
foundations cannot be satisfactorily solved by the mere pro- 
vision of facilities, lioweser valuable they may be to individual 
pnvate bankers, selected for special treatment by the Reserve 
Bank or the Imperial Bank There is too much of personal 
element m it and too little of the system The success of the 
scheme must m the long run depend not upon the survival of 
a few individual hankers to take advantage of it bnt upon the 
reorganization of the indigenous banking classes so as to bring - 
them into tbe banking sj stem of India ” (Genital Banltng 
Committee Report, p 523 ) The establishment of the Reserve 
Bank and the creation of a privileged class of indigenous bankers 
getting certain facilities from that bank and being used as 
agents for collection of its cheques and hills will no doubt brrng- 
them more into contact with other banks but merely tins wifi 
not develop indigenous banking system as a whole These 
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banker? have groat losouiees which aie available for tlie eco- 
nomic development of the conntiy and they still provide the 
bulk of the capital of all the ciedil agencies put together They 
should, thercfoie, be fully utih/ed to hf into the modern bank- 
ing system which is being developed m the rural aieas If 
the government changes its slioit-term bon on mg policy, their 
dwindling losouiees will be icpleted The indigenous hankers 
have plentv of liaditional knowledge and skill and aie known 
foi their honcsti , business dealings, lesouieefulness and apti- 
tude for s ivmg mouev Some of them w ork largely on modern 
lines and do all kinds of business which the commeicial banks 
do. as issuing pass books and cheque books and they meet the 
requiicmenls of the commercial classes ’ 

Mr Pantuln recommends that those indigenous bankers 
who can j on pure banking business should be conferred the 
legal status of a bnnkei and should be brought withm <hc scope 
of the Bank Act iceomniended by the Banking Committee 
“ It should not surely be difheult to fix. standouts of eligibility 
for registiation as bankets and to frame a set of banking legula- 
tions which are suitable to the peculiai conditions of such 
partnerships and bankers ’ In older to impart vigoui and 
tone to the indigenous banking system the indigenous baukeis 
should be put on a statutoiv footing by registering all those 
who wish to avail themselves of the provision of the Bank Act 
The Act of registi at ion w ill confer a stat us and dignity upon them 
and there is no reason, theiefoie, foi their disliking the idea of 
registration Lawyers, doetois, engineers uid otliei piofessional 
men get themselves legist ered and registiation in the case of 
indigenous bankers also should not be. a ‘ wait of restraints, 
but a charter of lights The leadens of the indigenous bankers 
can popularise tins idea and they should bo impressed that if 
they refuse to become seiviceablc m establishing a money 
market in the countij , they will be excluded from the national 
eeonomj of tlie conntiy 

With legate! to what they wall got m leturn for registra- 
tion, it may be said that “ the veiy fact that they cany out 
banking as lecogmzed bankers and submit themselves to 
regulations which are framed to protect the mteiests of deposi- 
tor and to ensure the adoption of efficient business methods 
will inspire confidence m the public and wall enlaige their 
losouiees and expand their business ” Then positron as bankers 
undei tlie law will entitle them to get tlie same privileges as 
wall be conferred upon joint-stock banks They will be able 
to receive money into their counters without stamping receipts, 
wall have remittance and collection facilities open to other 


0 Cmtral Jinn) tn'j Lnqviit/ Committee Report, Minute of Dissent. 
bv Jtsnnins Pnntnln, p 
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■banks, but not open to tbe public and the more important of 
them may claim the membership of clearing houses The 
Banker’s Lien should be extended to them and the piovision 
of the Bankers’ Books Evidence Act can also be appbed m 
their case If other banks get any facilities for speedy deter- 
mination of tlieir claims or reduction m costs of litigation, the 
registered indigenous bankers also may have them and they 
•will get discount and rediscount facilities The Imperial Bank 
will choose for its agency w ork for collection only the registered 
indigenous bankers and the associations of the registered 
indigenous bankers will then 1 liar e a wider influence and higher 
prestige than those of a nebulous class’ In tins way the whole 
of the indigenous banking system will be given a new orienta- 
tion 

The multiplication of sound joint stock banking system 
and the spread of the ciedit co-operative movement is bound 
to take time and reconstructing mdigenous banking on modern 
lines vail be moie helpful than the displacement of the system 
Development of banking in India cannot be achieved by a 
■“mere slavish imitation of the English Toint-StockBanks’ Model” 
which is verv expensive and extravagant standards of banking 
■establishments set up by foreign bankers and copied by Indian 
joint slock banks are unsuitable for India Lofty and spacious 
halls with shining counters are not the things to copy It is 
the really vital and progressive features of the English banking 
system that need emulation and the mdigenous banking system 
if put on model n lines can achieve the object, for their methods 
are veiy economical 

The savings of people collected as deposits by commercial 
banks are taken to uiban centies and the postal savings with 
the government also starve the local needs The rural areas 
suifei for want of funds and indigenous bankers in this respect 
■can supplement the activities of the co-operative banks The 
evils of uncontrolled money lending are increasing and the 
indigenous bankers finance to a very great extent the trade 
and industries of the countrv, but at onerous rates of mteiest 
which must be brought under proper control The operations 
of the indigenous bankers he outside the influence of the or- 
ganized banlang system of the country and as the indigenous 
bankers do not place their idle funds with other modern banks 
m India, they are outside the sphere of the money market 
In order to provide for the extension of a bill market m Indi i 
and to provide effective contiol over the credit operations of 
the indigenous bankers for the central banking authority when 
it is set up, the mdigenous bankers must be modernized 



CHAPTER VI 

Co operative Movement 


jI’hk success of (he small village banks m Geimany 
tow aids the close of tlic list centurv attracted the attention 
of those who were eagei to solve the pioblcm of ruial poverty 
Sir Frederick Nicholson was deputed by the Madras Goveintnent 
to study the sjstem and his report was published m two parts 
in 1S91 and 1S9T In the UP and the Punjab societies 
begin to be oigamml by Mr Dupernm and Mi Maclegan 
lespectnelv, which at tliat time could be legisteied under 
the Company Law The Famine Commission of 1901 advo- 
cated the foimalion of mutual cicdit associations In 190 1 
fhe Co-operative Ciedit Societies Act was passed m India 1 
Throe points about the new policy deseivo to be mentioned 
Firstly the application of the Vet to ciedit co-operation only 
was delibei ately decided upo i w lneli proved lobe w iso The Act 
was framed befoic there was any evpeiience of the movement 
in India and it was good that only one line was selected 
Secondly, the movement was not the outcome of any popular 
demand but the new legislation like that m Japan was tbo 
result of the desire of the Government to ameliorate the 
economic conditions m rural India Public-spirited lielpeis 
had to be found and encouraged to come forwaid and undei- 
take responsibilities Tlmdly the establishment of a Govern- 
ment depaitment m charge of the movement was inevitable. 


1 Maui piovisions of the Act weic as below — 

(n) Am ten major poisons belonging to the same village, tube, 
c isle oi town could nppl\ foi legislation as a society 

(b) It made piovision onlv for ciedit co-operation 

(c) Societies weic to be ruial and uiban accoidmg as lom fifths 

of then members weic agucultuiists oi not 

(d) Unhmited liabilifv was the lulo in tlic cuse of a ruial society 

and in the case of the uiban societies the matter w as left 
to tliur choice 

(e) All the piohts of a lural societv wcie to be ciedited to a 

ieseive fund 

if) Coitam limits weic imposed upon tlic sue of the sliaie capital 
and no member was to hold more than one fifth of the 
shaies and the total value of an mdrvidu i! member’s 
sliaie could not exceed Rs d 000 not could he have moie 
than one vole 

(d) Registrars were to be appointed m all provinces to exercise 
eupci vision 

(h) Government received certain powers for themselves as 
compulsorv inspection, audit, dissolution, etc 




64 


THE L\ DI 1 JfO.\ £1 MARKET 


The Government thus having no co operative experience m 
India to guide it had to depend upon its official stall to carry 
out its policy These special features have influenced the 
movement throughout its HI er comse and also explain many 
later developments 2 

The original Act made no provision for non credit societies 
or for the highei finance of the movement for two reasons 
Firstly, the crushing burden of agrarian indebtedness m India 
makes it very difficult for agriculturists to “ lend a v lUmg ear 
to the aduce of the agricultural expert uid secondly, a good 
credit society has an immense educative value on which the 
foundation of more ambitious schemes can be laid down It 
affords an excellent training in the handling of money m 
expending it on productive purposes, and m the elements 
that combine to build up '-ound credit It leadily lends itself 
to organization for mutual help throughout the country side, 
and, widely guided it encouriges and stimulates the practice 
of thrift and illustrates vividly the advantages of even the 
smallest savings when they are made rcgulaily over a series 
of years ’ These two omissions wue supplied by the second 
Act of 1912 which is still m force throughout the country except 
in Bombay and Burma where local legislation was passed 
m 1925 and 1927 lespectively 

Pbesext Position 

Certain recent statistics relating to the movement in. 
India are given below 3 — 

Agricextupal Co opek m\ e Societies 
Ci edit Non Ciedit 


Year 

No of 

orkrag 


Working 


No of 

capital 

No of 

No of 

capital 


societies 

members 

Its m societies members 
laklis 

Its in 
Inkbs 

1915-16 

1C 690 

665,327 

4,92 

96 

4 822 

1 

1916-17 

19,463 

723,329 

5,65 

160 

7 186 

1 

1917-18 

21,688 

767,205 

6,36 

249 

13,944 

3 

1918-19 

26,214 

SG4,500 

7 34 

437 

24,237 

13 

1919-20 

32,393 

1,046 839 

8,73 

616 

34,037 

18 

1920-21 

37,673 

1,204 199 

10,60 

857 

50,212 

21 

1921-22 

41 516 

1,347,277 

12,08 

1,073 

62,984 

30 

1922-23 

45,043 

1,442,080 

13,47 

937 

57,320 

32 

1923-24 

49,118 

1,585, 70S 

15,13 

1,196 

77,6S6 

40 

1924-25 

54,390 

1 749,196 

17,59 

1 595 

99,694 

49 

1925-26 

59,018 

1,901,529 

20 47 

1,769 

121,789 

54 

1926-27 

65 101 

2,115,746 

24,14 

2,133 

154,322 

58 

2 Sea Agricultural Commission 
and 371 

s Report, 

pp 444 

445, paras 371 


on Agriculture in India, p 416 
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The following table shows the extent to which the mral 
population m different provinces has been touched by the 
movement 4 — 
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Ajmei-Meiwara 

30,185 

9,S79 

330 

06 

35 

4r 

15 

0 

Assam 

12,478 

42,478 

7,428 

1,186 

2 

9 

2 

9 

Bengal 

380,502 

329,705 

13,509 

8 702 

4 

4 

3 

8 

Bihar A Orissa 

205,823 

203,000 

32,027 

0,525 

3 

2 

3 

1 

Bombay 

300,077 

200,182 

11,908 

2,981 

10 

0 

8 

7 

Burma 

93,163 

S7,417 

11,921 

2,384 

3 

9 

3 

7 

CP & Berai 

59,459 

58,039 

12,519 

2,304 

2 

4 

2 

3 

Coorg 

11,223 

11,223 

135 

31 

36 

2 

36 

2 

Delhi 

i 250 

1,230 

1S4 

37 

13 

5 

11 

5 

Madras 

012,220 

3S3,315 

37,040 

7,40S 

8 

3 

7 

9 

TfWFP 

081 

081 

1,915 

383 

0 

2 

0 

2 

Punjab 

401,512 

373,155 

IS, 473 

3,694 

10 

9 

10 

2 

United Pro- 







vinces 

14S,405 

148,332 

40,570 

8,111 

1 

8 

1 

8 


The table shows that leaving out the Punjab, Bombay 
.and Madras, the movement m other provinces has touched 
only a funge of the population 

“The mam lesults achieved maybe said to be the provi- 
sion of a large amount of capital at leasonable rates of interest 
and the oiganization of a system of nual credit which, caie- 
fully fosteied, may yet relieve the cultivator of that burden 
•of usuiy wlucli he has borne so patiently throughout the ages 
Knowledge of the co opei ative system is now wide spread , 
thrift is being encouraged , training in the handling of money 
and in elementary banking practice is being given Wheie 
the co-opeiative movement is strongly established, there has 
been a general lowering of the late of interest charged by 
money -len dei s , the hold of the money-lender has been loosened, 
with the result that a marked change has been brought about 
an the outlook of the people ” Thnft has been inculcated 
and this too is a noteworthy achievement At the end of 
June 1930 about 20 laldis of members had a share capital 
and reserve amounting to about Rs S croies and deposits 
.amounting to Rs 21 ciores and the total working capital 
amounted to about Rs 30 4 crores 

At the end of June 30, 1932, for the U P the number of 
Central Banks and non-credit central societies came to 85, 


4 Report of the Royal Commission on Agriculture m India, page 447 
3 
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total membership consist in" of mibsiduals and societies w is 
6,(1 J 1 and 5,1(<0 rispcctiseh, tot nl lending-* during tlioafir 
to individuals were Ur J 57 115 fioni Centiil l>ank K md 
Ur from pnmarj societies 'flu iiguus for agricul- 

tural societies were - 


Xo o r No of loins to 
pock 1 10^ nit mbits lwinliK* 


Tepo'-ils 


\\ oil nc (mni il 
t ijut 1 ( njnt I 


US JJh US IN 

5,118 1,17 170 20 05 no 11,17,511 1 01,01 002 ~ 52 02,701 

Tlie position of non agricultur d socntifs for tin \< ir ins 


301 29,932 23,30,S12 15,70,973 


29 30 3 57 11,95,12's 


TirF Prrwvii SoniTii s 


Tlie pnmarj societies form tin bans of tin financial 
structure of credit to operation 'Jinv are indentions of 
borrowers and non-borrowers of tlie c mie lotabts llitv 
know one another sen well and tins faotot foster- a sjunt 
of co operation and self-help among them 'I lie foieign b tnk- 
mtr c\xierts recommended tint the membership of pnmarj 
eoneties should not be confined to i *-peenl treed, caste or 
calling or to a certain class of people incident in a local) ti 
Tlicrnnl societies are usually unlimited habilit\ sonet ics based 
on the Haiflcisen model the famous German coopentor 
An inhabitant of a ullage of good clnraeter < in become a 
member The tangible issets of the rocioU consist of the 
property of the members whose elet ills are enteied m n list 
called the Proports statement of the souetv which ir reused 
from time to tune to make it up to dite 111 some proemcr- 
speciallj the Punjab, the Unite d Pronnte Madras and Bunn i, 
share capit d plats on important part s hercas in other jiro 
winces the share and non share societies e\ist side 1>\ side 
The Central Banking Committee are ‘‘of tin opinion that the 
encouragement of subscription to shaie capital bv members 
as a method of collection of savings is to be 1 preferred to a 
Bysteun of compulson deposits ” These societies i use eipitil 
locally on the combined liability of mtmbei> to be lent out 
to the latter Thar resources are supplemented from deposit * 
from members and loans from outside Under existing cn- 
cumstances primary societies should not attract deposits from 
non-members at high rates of interest, beciusc this will not 
bring down the rates of interest p urtlicr non members 
deposits cannot be profitablj utilized without an efliucnt and 
•well-organized Centrd Banking sjstem winch can ict as a 
true balancing centre for primal j, societies The societies 
should attract deposits from members and thus promote a 

0 'Ihecc figures m t iktn fiom the Ax nx tal h rj.art on the 1) or] wy 
of Co operation m h P for 1931-32 pp 2 V to ISA in Appendices 
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labit of thrift The urban societies are modelled on the Luzzati 
type m Italy and Schulze Dehtsch type m Germany on 
unlimited liability basis In connection with loans the primary 
societies should follow the principles given below — 

(1) The maximum borrowing capacity of a society from a 

central bank should be fixed on some basis as so 
much fraction of the net assets of the members 

(2) iso loans should be advanced for wasteful purposes 

and scrutiny of the purpose of the loan should be 
made by the Managing Committee 

(3) In fixing the borrowing power of the individual fair 

latitude regai ding his needs should be allowed 

(41 The members should keep mutual -watch over one 
another 

(5) The instalments of repayments of loans should be 

fixed with due regard to the repaying capacity of 
the borrower 

(6) The principle of ‘‘one man, one vote” is generally 

obseived univer sally and there are restrictions on 
the transferability of shares 

(7) The society has a prior claim subject to the dues of 

the Government over other creditors of the members 
m the matter of enforcing outstanding demands 
In Bombay the prior claim is converted into a first 
cliaige under the Local Act and the same should 
be done in other provinces 

(8) The societies are under statutory obligation to build 

reserve funds according to Section 33 of the Act 
In share societies profits cannot be distributed 
unless 25 per cent is carried to the reserve fund 
In some societies m the U P the piactice is to lend 
money to members out of the reserve fund, the 
reason being that the central banks pay a low 
rate of interest on the reserve fund to societies, 
■ftlnle the rate charged on loans is much higher 
The central banks should lend to societies at con- 
cession rates sums up to the extent of the reserve 
funds of the lattei 

The Central Bakes 

The central banks are higher financing agencies to lend 
money to primary societies, and they co-ordinate and guide 
the activities of the societies Their membership consists 
of primary societies and individuals Their resources consist 
of ov ned capital, i c , share capital and reserve funds, deposits 
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of various kinds, surplus funds of primary societies and deposits 
from municipalities, university and local bodies in many eases 
Central banks should start a Ind debt fund to strengthen 
their financial position 

PnouxciAt, Bamos 

'f he piovmcial banks arc still highci financing agencies to 
act as balancing centres for tlio central banks, to remove the 
excesses and deficiencies of money in dilfeient parts of a 
province and to tmnsfei money from one place to another 
The} derive their funds m the same nay as central banks do 
and many of them enjoy cash credits and or ca drifts anangc- 
ments noth the Imperial Bank and with other joint, stock 
banks and thej also get slioit term and call money fiom the 
lattei The Indian Provincial Co operative Banks’ Associa- 
tion co ordinates their activities and supplies mfoimation to 
them about the financial icquixemcnts of banks The pio- 
vmcial banks lend money to central banks, the lattei to tlie 
societies and the societies to the individuals The idea is 
that the monoj should be distributed among numerous culti- 
vators who need help, “t limning out the stream of the water 
collected, sending it m nils orei a broad smfacc, so that 
irrigation may be perfect and reaching every loot to be 
watered ” 5 

The question of an All India Co operative Bank w as 
considered and its establishment was recommended by tlie 
Mnclngan Committee, but now there is no necessity of it 
Cooperation is i pro-uncial subject and every pi ounce can 
devise legislation m this lespect to suit its special conditions 
Moreovei, the Impenal Bank can easily grant the leqmrerl 
accommodation to the provincial banks with whom funds 
usuallv he idle to a great extent When the Eesene Bank 
is established, the mcessity of an all-India Co op or at i\ e Bank 
will be ml Theie is no provincial co opeiatne bank in the 
UP where one should be established as soon as possible 
Tins was iccommcnded by the Oakdcn Committee and by 
tho U P Banking Committee also 

Durr cis ix run Exisaixo Svsjtvj 

It cannot be gamsaul tint there are several defects m 
tlie working of the movement and the Committee on Co opera- 
tion presided ovoi In bir Pdwaid Macligan m I bin made 
an exhmstivo enquiry into tlie working of the credit, societies 
and pointed out defects and suggested remedies In many 
provinces their recommendations have been c.arned out, but 
there is still room foi Author aetion As the Boj at Commission 


f Co operation in India, In Wolf p 1U 
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on Agriculture remarked, “Failures have frequently been due 
to the neglect of the wise precautions advocated by Sir Edward 
Maclagan and his colleagues, and we can only recommend 
that everyone connected with the movement should study 
this most valuable Report afiesh and should strive to secure- 
a widei attainment of the standards therein prescribed ” 
(Page 44S of the Report ) 

The pi ogress of the movement has not been uniform in 
all piovmces and mciease m numbers has not always meant 
impiovement m quality In C P a thoroughly unsound 
system developed with a top-heavy organization Too much 
powei was left m the hands of the central banks and very 
little was done to improve the education of the members m 
co operative principles “The concentration of both authority 
and of fluid leserves at the centre provided opportunities for 
errors which piecipitated a severe financial crisis , and it was 
only the assistance piovided by the local Government, m the 
form of a laige loan and a guarantee of a substantial cash 
credit, vlncli saved the movement fiom immediate collapse 

In the United Provinces the Oakden Committee m 1925 
pointed out that the village society was mostly a sham, the 
staff uas insufficiently trained and consequently unfit to cany 
on the task entiusted to it and there was little knowledge 
of the principles of co-operation In Madras a Committee 
was appointed which pointed out certain defects and to under- 
stand the whole position well, every province should get the 
case investigated by a committee The Royal Comnussion 
on Agncultuie remarked, “The financial position of the move- 
ment is generally beyond dispute , it is the wnrking of the- 
society that is defective The membeis of the societies delay 
the repayment of loans even w r lien able to lepay , undeistanding 
of the principles of eo-opeiation and knowledge of the essentials 
of rural credit are lacking , office holdeis lefram from taking- 
action against defaulters and the spmt of self-help is not as 
pronnnent as it should be ” 

The causes of these disquieting features are 

(1) Lack of tunning and of understanding of co-opciatme 
pi maples is piomtnenl — Members do not take sufficient 
interest m the woiking of their society and theie is little 
restiaint over the executive committees 

(2) Accumulation of oceuhies — Stringent action is not 
taken against defaulters and recoveiy of overdue debts by 
legal process is very slow The various provincial banking 
eomurttees have laid special stress on tins question and the 
Indian Banking Committee ‘strongly emphasize the need for 
carelully scrutinising the economic purpose of the loan and 
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the repaying capacity of the borrower, in dispensing co operative 
loans >T 

(3) Dcfcrlne Audit — It is responsible lor bad manage- 
ment and embe77lements “Audit, snperusion and inspec- 
tion of societies a Inch aie closely allied functions are non 
vested in two and sometimes tliiee different ageneifs, icsulting 
m mudi overlapping of voih and waste of effort and monev 
After a full consulciution of tlicse points, and of the efficiency of 
auditing system in European counlnos like Geimanv and Austria, 
we recommend that for the due (lischaige of live statutory 
functions of audit spea ll district unions should be formed to 
carry out audit, supervision and inspection of the societies ” 

(1) Inelasticity, dilaiormcss and inadequacy oj co-opcrainc 
finance — The loans granted to members arc inadequate and 
great delay occurs m giving them Jn the UP the whole amount 
is giren to the horrower at one time with the result that it is 
wasted and he has recourse to the monos -lender The 
remedy is the introduction of a normal eiedit system in the 
societies The credit hnut of each member should be fixed 
m advance and the necessary finance should be granted in time 
so that delay mav be avoided bj sanctioning applications 
for loans m advance It is the dufcr of the supervising and 
inspecting authorities to see that these credits are fixed by 
the societies in time and that the banks sanction them in duo 
course Tins practice is gaming currcncs m Bombay and 
Madras Granting eicdits on current account and cheque 
transactions should, be introduced wherever possible 

(5) High rates of Interest — Vgricultural credit in India 
is very costly as the following statement 8 shows — 


Rates cli irpod to cult in ators 
Pi on mces Pn pnmin societies 

l’ci cent 


Ajmer-Merw ara 

Assam 

Bengal 

Bihar A Orissa 

Bombay 

Burma 

UP 

Delhi 

Madras 

IfWFP 

Punjab 

United Provinces 


9 to 12 
II* to 18J 
7 1 * to 15» 
12 5 to 15; 

9„' to 12 x 
13 
12 

93 to 10ft 

93 to m 
13 


Pa 1 e 1 - paid to 
C uitrnl Banks 
on loans 
Per c< nt 

6 to 9 
11 

9J to 12^ 
301 to 12 K 
f>~ to 8 
10 

9 to 10 
8 to 9 
71 to S 

s" 

8 to 9 
12 


1 Central Banking Committee's lie-port, p lo3 

s Ibid , p 1251 
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To a certain extent high rates ot interest are inevitable 
because of tbe intervention of two 01 three intermediate 
agencies which are now found indispensable m every province 
The following suggestions can be made to reduce the rates 
of interest — 

(a) Punctual repayment of loans by the members of the 

society and effective reduction of overdues 

( b ) Central banks should borrow money at cheaper rates 

for short periods to utilize uiban slack money 

(c) There should be a reduction m the working expenses 

of central banks where they aie unduly high at 
present 

(d) More ultimate relations should be established between 

the provincial banks and the central banks so that 
the latter may follow the lead of the former m the 
matter of the legulation of their deposits 

(c) Rural societies should directly tap savings wherever 
possible 

In the U P additional defects are 

(1) Accounts not accurately kept 

(2) The inclusion of zemindars and money-lenders m the 

societies is disturbing the feehng of equality of 
status 

(3) Absence of a provincial co-operative bank 

Special steps should be taken for providing adequate 
and efficient training and for this purpose trained secretaries 
for societies should be obtained School masters and retired 
Government officials residing m villages can be of immense 
service in this direction With a view to avoid the evils of 
bad management m the societies, the members of their pnneha- 
yats should be held personally hable foi loans granted m 
excess of the hmits prescribed by the by-laws of the society 
Nepotism should be avoided and better inspection and better 
supervision will go a long way m this direction 

The Agricultural Commission wrote, “But we cannot regard 
as satisfactory the present arrangement under which the 
Registrar of Co-operative Societies in the Cential Provinces 
is also Dnector of Industries and Registrar of Joint-Stock 
Companies ” (Page 445 of the Repoit ) It is a pity that 
the Government of the United Provinces should have gone 
under the pretext of economy contrary to the wise ivarning 
uttered by the Commission of experts m combining the posts 
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o £ tlie Registrar of Co operative Societies and the Director 
of Industries into one 

Public funds should he spent m helping institutions whose 
object is to spread education m the application of co-operative 
principles to various objects Government aid is usually 
given for propaganda work and taking into view the illiteracy 
of the people and tlie consequent difficulty m reaching them 
bj paper or pamphlet the Government should have a special 
interest m piomotmg organizations on a co operative basis 
to Piciht ite the activities of the various government depart- 
ment^ 

Other phases of the movement besides credit have not 
adequately dtv eloped m India and it is necessary that attempts 
should be made thereat Village welfare and reconstruction 
societies should he staited without which milage prosperity 
■cannot develop In the U P milage welfare work is a recent 
development of the activities of the societies According 
to the last annual report there are now 391 societies with a 
membership of 10,000 doing village welfare work There 
are societies for better living, promoting thrift, adult educa- 
tion, better rarnung, consolidation of holdings, etc Attention 
should he paid to this aspect of the co-operative movement 

The following tables' show — 


Positio > or tht Prui \»Y SocirTics 

tear 

1920 "9 
1033 °l 

Lorn* an! Deposits from Menlior! etc 


Xo oi 
Bant 

10 

10 


Xo of Muiiliers 

Indmduats ’Societies 
1 027 IS 7<iS 

1 CSC is CSC 


Loans made to 
immliors 
P* 

7,C>S,21 078 
7,50,13172 


Central B nl-3 

P° 

1<'29 10 0 32 79 221 

1930 31 7 00 03 272 


\ Uln'e 
“Societies 
P* 

7 03 11 SOI 
7,22 7-»,127 


Individuals Work,n 3 


Rv 

23 09 87,199 
19 73 ”8,012 


Ps 

8,02,00,308 
S 97 01,300 


Position or Cm tpac Baxks 

vcw Xo ° f ,,nrf,lnKry I-oaa m-dc Di-ns W orf.>n„ 

Jlanis Irili% iduul So-ieties Mentors Pepo its Capital 

r ps p« 

1929- 30 OSS s9 970 90 G91 17, Sf) *X> 027 ifi 13 >8 1"9 30 9Q 12 S73 

1930- 11 591 91 109 1 01 399 12 09 9 1091 St 72 02 fill 30,07 10,319 


5 TIrso four t aides have been pmpaled from the Sfafidtral 
Sta'cnv'ni'i relating to Co operative Soculies t/or the pear 1930-31 
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Position or Agricultural Societies or all Kinds 


Yeai 

No 

No of 
Members 

Loans 

granted 

Loans and 
Deposits 
received 

Working 

Capital 




Rs 

Rs 

Its 

1929-30 

91,786 

31,17,627 

1 >,07,17,677 

21,86,06,312 

31,93,12,049 

19.->0-3l 

93,612 

>1,62,159 

S,70,53,8S9 

25,03,00,248 

35 93,53,100 


Position 

of Ron -Agricultural Societies 


1929-30 

10,255 

19 5T 048 

11,14,92,996 

9,63,16,527 

15,00,44,104 

1930-31 

10 528 

11,41,592 

11,33 05,097 

10,54 21 222 

16,32,99,584 


Relations -with the Imperial Bank or India and 
other Joint-Stock Bines 

The various piovincial banks and central banks have 
cash ci edit and overdiaft arrangements with the Imperial 
Bank of India The following table show s the total amount of 
advances to co-opeiative banks by the Impel lal Bank of India 
as on the 31st Decembei, 3 92S 10 — 


Piovmce 

Total Loans obtained 
Rs 

Bengal 

35,44,525 

Bombay 

12 31,750 

Bihar & Orissa 

8 S5,000 

Burma 

30,72,410 

Centr il Piovmces 

8,00,000 

Delhi 

7,89,612 

Madras 

75, S7 900 

Punjab 

37,08,043 

United Provinces 

20,600 


Laterly the Impenal Bank of India is repoited to have 
changed its policy m respect of gi anting financial assistance 
to provincial and central co-opeiative banks and it is less 
ready to help them now than m the past It can continue 
giving accommodation against societies’ pio-notes so long as 
this accommodation is required foi shoit-term agricultural 
purposes If this accommodation is required for the purpose 
of fluid resources the Imperial Bank insists that Government 
promissory notes should take the place of the societies’ pro- 
notes The idea is that co-opeiative banks may build up 
fluid lesources within the movement itself and may not depend 
on the Imperial Bank m a time of crisis There aie two 
objections to the present system Firstly, the value of the 
seeunty depends upon the sound woilung of the co-operative 


10 Tak-_u from Indian Banking Committee's Report, p 142, 
para 1 80 
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societies, -which are not doing well and secondly, the pro notes 
of the societies are not a first class security, because the ulti- 
mate backing to them will be the sales by the Imperial Bank 
of the land of cultivators which will not always be a practical 
proposition The co operators contest this view and point 
out that the paper of only good societies is given to the Bank 
and fnrthei the security has the backing of the unlimited 
liability of the members and that the final recourse to sales 
of land to liquidate the paper is not likely to arise Tliev 
further urge that maintenance of fluid resources means cost 
which means a reduction in their profit and consequential 
high rates of interest to agriculturists The Bank enjoys 
the benefit of the large free balances of the Government and 
it has a moral obligation to help the co operative movement 
In this connection the Indian Cential Banking Committee 
remark, “We desire again to emphasize the importance of 
these facilities to the co-operative movement We feel that 
the change of policy to which we have referred is unfortunate, 
specially at a time when the co operative movement is grow- 
ing m vitality and is extending the scope of its usefulness to- 
wards the social and economic uplift of the rural population 
and when its financial needs are therefore, likely to increase 
xapidly ” (Paragraph 1S1 ) 

Another complaint against the Imperial Bank by the 
co operative societies is that free i omittance facilities are not 
always gi anted by the former to the latter and the co-operative 
banks has e to certify that the transfer of funds is for co-opera- 
tive purposes This action is defended on the ground that 
the societies being exempt from income-tax, it is irregular 
for them to compete with commercial banks in ordinary bank- 
ing business when the latter have no such advantages In 
this connection the foreign banking experts remark, “The 
co operative mo\ ement m spite of imperfections and of un- 
avoidable setbacks deserves every possible assistance from 
all quarters, because there i« no better instrument for raising 
the level of the agriculturist of this country than the co opera- 
tive effort, and a strong appeal to the banking interests of the 
country to assist the movement seems not at all out of place 
The Imperial Bank particularly ought to continue and to 
increase its endeavours to supplement the present organiza- 
tion of co-operative credit with expert advice in a business 
apmt and "with financial assistance It may be a source of 
profitable business for the Imperial Bank"” 11 The Indian 
'Banking Committee remark, “We consider that free remittance 
of funds for co operative purposes is of the utmost importance 


11 Memorandum aj He foreign Banking Ex-peris , p 028 of the 
Indian Banking Committee, para 2 
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to the co-operative movement and that no attempt should 
he made to curtail the privileges under the rules of the Govern- 
ment of India m this matter ” (Page 145 of the Report 1 

The co-operative banks do not compete to a very great 
extent with the jomt-stock banks because their respective 
spheres of activity are fat apart “There is, however, a feel- 
ing that m the matter of deposits the co-operative banks with 
the help of Government assistance and prestige are competing 
unfairly But figuies furnished by vanous Piovmcial Bank- 
ing Committees tend to show that the allegation of unfair 
competition is not well founded Moreovei, at piesent, 
the amount of deposits which the central banks accept are 
hmited and the lates of interest offered for them are not 
likely to be higher than the lending late of the provincial 
banks which is mostly 6 per cent for no puipose will be seived 
by attracting dearer local money when eheaper money can be 
had from the provincial banks Generally speaking, it is. 
tlierefoie, doubtful if there could be any senous competition 
between them and the joint-stock banks ” (Paragraph 185 ) 

Co-opeiative societies scnonsly compete noth the 
indigenous banlceis and money-lenders, but this has not 
embittered then i elation as many indigenous bankers are 
dnectors of co-operative banks and the bigger bankers keep 
money on fixed deposit with co-operative banks 

Some Dejivnds of Co-operative Banks 

(1) The co-operative banks -want that the Imperial Bank 
should piovide finance at eheaper rates and foi longer periods 
than at present 

(2) They want cash credits for agricultural operations 
to be gi anted by the Imiienal Bank 

(31 Wliei e the Imperial Bank has no branches, approved 
central banks should be recognized as agencies for the manage- 
ment of Government sub-treasuries 

(4) Inland exchange business should be recognized as 
a legitimate part of the business of the co-operative banks 

(5) Cheap capital should be provided for the construction 
of godowns m rural areas to facilitate the marketing of agri- 
cultural pioduce 

(6) Co-operative societies should be exempted from income- 
tax on their earnings from investments m public securities or 
land mortgage debentures 

These demands seem to be reasonable, but under the 
present state of their working the societies cannot undertake 
the task of managing the sub-treasunes of the Government 
and they should direct their energies to strengthen their 
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•position regarding tlie objects that at present fall within bbeir 
province With regard to tlie last point the Indian Banking 
Committee recommend that co-operative societies should be 
-exempted from income-tax and super tax on their earnings 
from investments m public securities or land mortgage banks 
to the extent that such earmngs are neecssarv for the purpose 
•of their fluid resources and for the mi estment of their resen e 
funds 

Capital teseric, deposits and loan ? received , loans out- 
standing and cash balances of principal Indian co oocralae 
haul s f di tanoits yeais 1 - 

Bamcs with Capital vnd Reserve or Rs 3 L vkhs or over 


Fiyi res tn 1 000 P’tp 


kear 

No ol 
backs 

Pa & cis 
espial 

Resent 

and Total 

odter iotids 

D ro«it_ 
and 

loans received 

Lo~r S 
t> t 

* -ndne 

Ca«h 
h Unces 

1921-22 

5 

29,80 

9,96 39 76 

2, 82, 0S 

2 59 30 

22 S9 

1922-23 

5 

30 68 

12 92 43 60 

3 41 05 

2 57,18 

47,71 

1923-24 

8 

41 36 

17,99 62,35 

4,13,99 

3 32, S9 

37 13 

1924-23 

8 

17,53 

21,73 69,26 

1,31,11 

3 53.81 

19 08 

1923-26 

10 

60,37 

30 25 90,62 

3 37,83 

4 46 IS 

26 55 

1926-27 

12 

76,95 

35,59 1 12,34 

7 00 63 

5 18,13 

13,29 

1927-2S 

16 1,03 46 

46,36 1 49 82 

8 83,56 

6,02,29 

68.31 

1923-29 

IS 1 16 99 

46,35 1 63 34 

9 01,49 

6,80,29 

77,76 

1929-30 

22 1 39 76 

04 91 2,04,70 10 90 16 

8 92,60 

S4,66 

1930-31 

26 1 

,53 72 

88 73 2,41 47 

12 35,52 

10,33 3S 

S5.S1 


Banks with Capital and Rxservt between 1 Lakh and 
less than Rs 5 Lakhs 


1921- 

-22 

46 

77 29 

16,75 

99 04 

3 63. 

,00 

3,7S,38 

16 24 

1922- 

-23 

63 

1,01 63 

29,42 

1 31,05 

5.02 

,02 

5,18,8 4 

15,08 

1923- 

-24 

72 

1,17 11 

oo,o2 

1 72,63 

5,S7, 

,52 

6 44 93 

25,41 

1924-25 

93 

1,20,93 

49,30 

1,70 23 

S 03 

76 

7,72,43 

40 51 

1925- 

-26 

104 

1,46,43 

50,41 

2 02 84 

9,29. 

,81 

8,79 51 

62 52 

1926-27 

119 

1,53,49 

71,25 

2,24,7 4 

11,97 

09 

11,27,^3 

73,14 

1.927- 

-2S 

126 

1,61 56 

86,94 

2,48,50 

13,17. 

,41 

11 99,67 

79,59 

1.928-29 

141 

1,79,89 

98,32 

2,78,21 

14,99. 

,42 

13,20,30 

72,20 

1929- 

-30 

157 

1 95, 7S 

1,12,27 

3,08,05 

16,12. 

,78 

14,12,10 

67,67 

1.930- 

-31 

170 

2,07,S2 

1,28,49 

3,36,31 

17,74. 

,59 

14,03,32 

66,77 


12 Hus and the folio', mg table bare been t iteu from the Statistical 
statements relating to Banfs in India for 1930, p 7 


CHAPTER VII 


Land Mortgage Banks 

Co-operative credit societies can supply only short-term 
•credit to agriculturists foi financing current agricultural opera- 
tions They cannot afford to lock up their slioit-term deposits 
m long-term finance Cultivatois lequire money for redeeming 
"then mortgaged lands and houses and also for introducing 
permanent improvements m land and foi clearing off their 
past debts These operations requue large amounts of money 
-which can bo repaid by the bon owers m long periods Co- 
operative societies are unable to finance these long-term needs 
of the cultivators Hence arises the need for special types of 
institutions called the Land Mortgage Banks 

These special institutions differ widely m their operations 
Irom country to country In Prussia and the USA the general 
ioim of these institutions is of a co-operative type The Prus- 
sian Farm Mortgage Mutual Credit Associations aie associa- 
tions of borrowers having no capital They do not aim at 
profit and keep interest rates at low levels Ciedit is cioated 
by the issue of land moitgage bonds The Federal Farm Loan 
Ranks of the United States of America are also of this type 
The other type is the commercial type found on the continent of 
Europe These banks pay dividends and are of an ordinary 
joint-stock type The state exeieises some control over them 
avi th a view to safeguard the interests of the borroweis 
The Agricultural Bank of Egypt and the French Model of 
Credit Fonuer Do France represent this type In between 
-them, there are institutions v Inch may be called of a quasi-co- 
operative character, because they combine co-operative and 
commercial ideals in varying proportions Their members aie 
borrowers as well as non-bon owers Each member has one 
vote irrespective of the number of shares held and the dividend 
on share capital is fixed at a low amount The Hunganan 
Land Moitgage Institute for large land-owners and the National 
Small Holdings Land Mortgage Institutes for small land-owners 
are examples of this type 

Position in India 

There are some land mortgage banks working nndei the Co- 
operative Societies Acts in the Punjab, Madras, Bombay, Assam 
and Bengal The provinces of Biliar and Orissa, Burma, C P , 
Berar, the U P , and the Central Areas have no such banks 
Strictly speaking, these banks m India are of a quasi-co opeia- 
-tive type They are limited liability associations of borrowers 
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with a few non-borrowers as members and the object of admit- 
ting the latter to membership has been to attract capital, 
business talent and organizing ability so very necessary for 
efficient management The number of shares owned by members 
is limited and generally a shareholder has one vote irrespective 
of the number of shares held by him Dividends are restricted 
to a loir amount and the object is to eliminate non borrowers 
gradually The work of a mortgage bank ‘is Tecogmzed on all 
hands to be extremely impersonal and as devoid of human 
element as possible’ and the human and personal elements of the 
Eaiffeisen type cannot be inculcated into them with success In 
the unlimited liability society, mutual knowledge of and control 
over one another are insisted upon to a great extent but m a 
land mortgage credit society, emphasis is laid upon the capacity 
and business habits of directors to ensure success 

In the Punjab there are about 12 land mortgage banks, 
the first having been started m 1920 Loans are made for the 
redemption of land for the liquidation of unsecured debts 
and for improving land and up to 1930 about Rs 2 lakhs were 
advanced on these various objects Overdues are frequent 
and directors are reported to be too indulgent m the matter of 
loans to themselves and to their relatives with the result that 
laxity and frauds are prevalent In Madras tv, o hanks were 
registered in 1925 and by 1927 there were ten banks each operat- 
ing over a distance of five mile radius with a view to facilitate 
land valuation They raised money by debentures and the 
Government agreed to purchase at PD per cent interest deben- 
tures subject to a limit of Rs 50 lakhs for any one bank and 
Rs 2 } lakhs for the vhole province provided an equal amount 
was obtained by selbng them to the public They limited the 
loans to individuals at Rs 2,000 A Central Land Mortgage 
Bank has also been started to finance local mortgage banks 
The Provincial Co-operative Bank purchased its debentures 
to the extent of Es 1 lakh and the Government lent Rs 15 000 
without interest for a few years and guaranteed 6 per cent 
interest on debentures, up to a maximum of Es 50 lakhs, 
floated m the first five years In Bombay Bengal and As=am 
also the main characteristics are the same The uenod of 
loans in Bengal vanes from 1 to 20 years, m Bombay from 10 
to 30 \eais and m Assam up to 20 years The Bombay Gov- 
ernment have agreed to pm chase the debentures of the" banks 
to the extent of Es 5 lakhs 

Ekcoiimexdatioxs of Puoyixciat, Baaejvg CoinnxTEns 

The Assam Committee suggest that loans should be con- 
fined for the present to the purpose of th repavment of old 
debts and they do not recommend the issue of debentures m the 
initial stages hut rely on deposits m the matter of raising 
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the necessary finance The Bengal Committee have suggest- 
ed that co operative central hanks should open land mortgage 
departments They have recommended that the period of loans 
should extend from 5 to 20 years and the amount advanced 
to members should not exceed 50 per cent of the value of the 
tooi tgaged property The issue of debentures has been recom- 
mended, and it, has aim been suggested that the Government 
•should guaianteo inteiest on them and that debentures should 
be included in the list of trustee securities The Bombay Com- 
mittee have stressed the need of the establishment of a cential 
land mortgage bank whose membership should be open to the 
Indian jotnt-slock banks, tho Imperial Bank of India, the co- 
opeiativc banks and land holding classes Tho issue of deben- 
tures with Government guarantee with regard to inteiest and 
principal has been recommended and it has been suggested 
-that the central land moitgage bank should absorb the exist- 
ing long-term taqavi operations of Government Debentures 
should lank as trustee securities m case of Government guar- 
antee The Madras Committee are of opinion that the central 
laud mortgage bank should not ordinarily receive shoit term 
deposits and that the debentures should be trustee securities 
The new pnmary banks at the outset aie to be limited to more 
-feiUlc aieas The central land moitgage banks should work 
in collaboration with tho ruial credit societies The Punjab 
Committee recommend the reduction of the existing limits 
to Ks 5,000 and they suggest that loans to directors should 
be restarted The penod of loans m the beginning should 
not exceed 10 years although later on it might be increased 
to 15 vears Debentures of eo-opeiative land mortgage banks 
have been lecommendcd to be included in the list of trustee 
secunties 

A TIlSlOIUCAi Kctkospect 

Tho constitution of land mortgage banks m India has 
been under disc ussion for a long time, and it is unnecessary to 
refer to the discussion that took place pnor to the Registrars’ 
Conference m 1926 The Conference lecommeuded the establish- 
ment, of banks on co-operative principles and that the trans- 
actions undertaken were to be economical to the borrowers 
Loans were lecommended to be given for the redempt oa of 
the land and houses of the agriculturists, for improving land 
.and methods of cultivation, for the construction of houses, for 
the liquidation of old debts and, m special cases, for the pur- 
chase of land ^The area of operations was recommended to 
be* the smallest, unit consistent with good management It 
was also suggested that debentures should be issued by a cential 
financing agency m each province rather than by mortgage 
banks 



80 


THE IE DIAN MONEY MAItkET 


The Royal Commission on Agriculture also considered the 
question and generally endorsed the resolution of the Regis- 
trars’ Conference of 1920 It was pointed out that the guar- 
antee of interest on debentures was the most suitable form of 
state help to these banks and, therefore, Government help m 
the form of subscription to debentures was ruled out Deben- 
tures bearing the Government guarantee of interest were 
recommended to be added to the list of trustee securities The 
issue of debentures was recommended to be controlled by a 
central organization It was also suggested that for some 
years to come an official member should be associated with the 
board of management of each bank 

The Registrars’ Conference of 1928 discussed these pro- 
posals and their conclusions do not materially differ from those 
of the Registrars’ Conference of 1926 and of the Agricultural 
Commission The only difference was that while lecognmng 
that the guaiantee of interest on debentures of the mortgage 
banks by the Government was the most suitable form of help, 
the Conference nonetheless recommended that m the early 
stages, the Government should subsenbe to the debentures 
of the land mortgage banks and should also give assistance m 
the form of loans to them 

/Recommemutions of tht Indian Baxkesg Committee 

The Indian Banking Committee have recommended the 
establishment of the co-operative tjpe of land mortgage banks 
to meet the long-term needs of the small holders and the com- 
mercial type to meet the needs of the big landholders in India 
As regards co operative central banks, they have laid down 
that no money should be advanced to the borrower which is 
not economically profitable to lnm Keeping tins principle 
m view, loans should be granted for the redemption of the land 
and houses of agriculturists, for the liquidation of old debts, 
for the improvement of land and methods of cultivation and 
the building of their houses, and for the purchase of land m 
special cases 

The amount and the period of the loans should be fixed 
with reference to the repaying capacity of the borrower and 
it should also depend upon the purpose for which money is 
advanced The period of loans is recommended to vary from 
5 to 20 years in the beginning which, if necessary, can later 
on be increased to 30 years The maximum to be lent to an 
individual should not exceed Rs 5,000 and the amount of the 
loan should not be more than 50 per cent of the value of the 
mortgaged land Repayment has been lecommended to be 
according to a system of equated payments on which basis the 
loan would be amortised at the end of a certain period of time 
(l We are, therefore, of the opinion that if local conditions 
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require, a system of graduated payments may be adopted so 
as to provide for repayment by larger instalments commencing 
after the investment of the loan on the land has resulted in 
increased piofit In anv ease mo consider that it is useful to 
provide alternate e methods of repayment m the by -lavs of 
the bank with full power to the management to enfoicc that 
method of repayment which it considers suitable ” (Paragraph 
220 Central Banking Committee Ihpoit) 

, Capital should be msed m three ways, ? c , through shares, 
debentures and deposits fshaies nuv be initially sold to pios- 
pectivo borrowers which will pnmde secunty for debentures 
The second method is to deduct a ceitarn percentage of loan, 
say o per cent at the tune of advancing the loans This 
method pi ca ails m Amenca and in the Indian provinces in 
Madras onh Debentures should not exceed five times the 
shaie crpital Goa eminent guarantee foi the repayment of 
the principal is not recommended and the guarantee of interest 
for the aa hole period of their cunencv is regarded as the best 
one They have been recommenued to be included in the list 
of trustee securities rf the Goa eminent guarantees interest on 
them In earn of neeessits, the Goa eminent may also purchase 
debentures of the bank For piosirling initial resomces the 
Government should advance loans free of interest in case of 
necessity to be lepeid out of the pioeeeds of the debenture 
issue The debentures should be issued bj a piovmcial land 
mortgage corporation and the actual sale of debentures can 
also bo made by pranarv land mortgage banks The provincial 
land moitgago coipoiation should be sepai ate fiom the pio 
Annual co-operative banks 

Sonruiv Poauirs ox Piicovkrx 

Loans can be made to members on the recommendations 
of primary credit co opeiatne societies, but the ultimate 
responsibibty for ascei taming the financial position of the 
applicant should rest ruth the management of the moitgage 
banks To encourage the habit of thiift long-term deposits 
for not less than fh r c years should be accepted A provident 
fund scheme is also iccommended according to A\hicli the 
borrow ei can conlnbutc annually a fixed sum to the fund on 
the basis of Ins oidmaiy surplus m a noimal year The hanks 
may also issue savings certificates payable aftei 3, 10 oi 15 
years 

The banks should have summary porveis of recovery by 
foreclosure aud sale without the expensive intervention of 
civil courts There aaiII he one disadvantage of vesting sum- 
maiy porvers m the hanks Avlrose management might become 
lax in scrutinizing the security offeied for loans and there may 
be carelessness in fixing the amount of the loan “ At the same 
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time we recognize that the right of the aggrieved partv to 
question in the civil coarts the action of the bank should be 
fully safeguarded We, theiefore, definitely recom- 

mend that the power of foreclosure and sale by the land mort- 
gage banks \nthout recourse to cn ll courts should be given to 
the laud mortgage hanks subject to the abo\e safeguards” 
(Paragraph 225 Central Banking CommitUc Rcpoit ) Greater 
protection should he given to land mortgage banks against 
avoidance of mortgage by the unsecured creditors of the 
insolvent 

Land Ainwrrox 

The operation of the Land Alienation Acts m ramus 
provinces m India makes it impossible for the lender to secure 
the free sale of land m ease of default of the mortgager Land 
mortgage banks can lend monoj for long terms on sound and 
freelj saleable property Land should be freely transferable 
without legal or eustomarv hindrances These Vets present 
the free transfer of land to non agriculturist clashes They 
prevail in the Punjab certain paits of the C P m Bundel- 
khand, in the U P and in the eentrilly administered areas 
The Central Areas Committee, say that the Act has ndsersclv 
affected the credit of the agriculturist, though borrowing for 
wasteful pui poses Las been presented The agriculturist lender 
is replacing the non-agriculturist lender and the borrow er 
requires protection against the* latter The Ccntnl Pros inccs 
Committee think that the credit of the borrowers has f illen as 
a result of the Act and that from amongst the Gonds to 
whom the Act applies a monev lending class has grown up 
The bet prrpetuates the backwardness of the Gonds The 
Punjab Committee lay down that the non agnoullui i«t rural 
mouej lender io being replaced by the igricnlturist money- 
lender who is a big Jandloid also The latter is taking 
advantage of the Act at the expense of the peasantry 1 lie 
P P Committee arc of the same opinion and according to 
them the benefit of the Act is at best questionable flora the 
point of view of the borrower whose credit has shrunk 

Steps should therefore, he taken to remose all restric- 
tions, legal or otherwise on the free transfer of laud A special 
provision is necessary for protecting land mortgage hanks 
where Land Alienation Acts are now m force Before the 
bank can advance loans it must he sure of free transfer of 
the property of the mortgager in ease of the latter s default 
Further, “ if there are restrictions on the alienability of the 
land for the recovery of dues m the case of one class of mem- 
bers, while the land of the other class of members can be freely 
sold for such recovery the essential feature of co-operation, 
-namely, equality of the status of members wall be sacrificed 
In view of these difficulties we recommend that an alteration 
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should he made m the Land Alienation Acts which 
would give to the co-operative land mortgage hanks the light 
to take possession of land through foreclosure on default of the 
payment of the instalment of the loan and to sell it ” 

CoMMrucivL La mi Moiitgagu Banks 

The most outstanding example of a commercial land mort- 
gage bank is the Ciedit Foneier De Fiance It enjoys certain 
pimleges and is supervised by the Government It advances 
loans up to 40,000 ftanes icpiiable m 21 years at low rates of 
mteiest It acts also as an apex bank for regional moitgag© 
banks In Japan the TTjpothec Bank (founded m 1,805) has 
specialised m long term loans lepavable in 50 yeais In Eng- 
land, the English Moitgage Credit Corporation was set up under 
the Agricultural Ciedit Act of 1028 The Ministry of Agn- 
cultmc and Fisheries can advance loans up to €750,000 free 
of interest for 60 years for establishing a guarantee lund 
The Mimstei can contribute £10,000 towaids the cost of the 
administration of the Corporation and the Treasuiy can procure 
the uudei writing of the debentures up to a sum not exceeding 
£ 5 000,000 and can itself pm chase one-fourtli of the issue 
subject to a maximum hunt The dobentuic stock is the 
trustee security The Agiicnltmal Bank of Egypt which v r as 
established m 1902 advances loans to small farmois up to £ 200 
without mortgage security and up to £ 1,000 foi 20 yeais against 
a first mortgage The Government guaianteed interest at 3* 
per cent on £ 4 J million of bonds issued by the bank 

Tn India tlieie is a commercial agricultural bank m Burma 
known as the Dawson’s Bank which operates m the Inavadi 
delta The Burma Committee and the Biliai and Onssa Com- 
mittee have recommended the establishment of joint-stock 
land moitgage banks for big land-ovneis The latter com- 
mittee say that the bank should be established under Govern- 
ment control and that the Government should supply initial 
capital They have recommended the association of land 
revenue administration officials with the management of the 
bank The control of the Government is to be reduced to a 
minimum when borrowers giadually begin to purchase the 
shares of the bank 

In this connection the Indian Banking Committee write 
<! We recommend the development of well-organized jomt-stock 
land mortgage banks m this country for the benefit of the 
numerous classes of land-owners who cannot be adequately 
seived by the co-operative credit organizations We also 
commend for the consideration of local Governments whether 

they should not take the initiative for tho establishment 
of such banks and assist m enstumg the success of then oper- 
ations, providing foi this purpose a portion of the initial capital 
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Such action would he on the lines of that recently taken in 
England If, in any province, the provincial Government 
undertakes to guarantee the interest on the debentures issued 
by the bank, such debentures should be included m the trustee 
securities Wo should like to lay down the principle 
that the loans should provide for a safe margin and the period 
and instalments of repayment should be lived with 
reference to the repaying capacity of the borrower as judged 
from, among other things, the net income from the mortgaged 
land ” (Paragraph 235, Indian Banking Committee Renoit ) The 
need for such institutions is specially felt in the permanently 
settled provinces where land-owners obtain credit at oneious 
terms 

Moxev-i emikr’s Co-opei'atiox Xecess my 

Whatevei the scheme of land mortgage banks may be, 
the rural money-lender should he roped into it if progress 
consistent with the requirements of cultivators is to be 
made There is an important entiusm to w inch the scheme of 
the Central Banking Committee is open and that is that it 
does not make piovisiou for enlisting the services of rural money- 
lenders on a large scale Any scheme winch is rival to the 
monev-lender has little chance of success lie should be made 
a part and pared of the land moitgage banks so that Ins local 
experience and funds mav be freely available for the benefit 
of the banks and the rural elapses He should he made to 
deposit, voluntarily and uilbnglv, his funds with the land 
mortgage banks at terms which are atti active to him He 
should not be sought to be eliminated, but should he given a 
status m rural society so that he may be able to render 
services for the benefit of rural India 

Ifr Manu Subedar in his Vinontij Report has expounded 
a scheme according to which the Reserve Bank should open 
land mortgage departments which should grant loans to borrow- 
ers through guarantors The big Hahajans who make certain 
deposits with the land mortgage departments are to give a guar- 
antee regarding the safe repayment of tue loans by the borrow- 
ers A Goi eminent valuer is to value the land mortgaged 
b} the mortgager and this transaction and value are to be 
ajipioved by the guaiantor ‘ The idea is that the hank lends 
out against the secuntv of land This security is valued by 
a Government valuer and the value is cheeked or approved of 
by the guarantor The document would be between 
the bank and the borrower and would remain m the posses- 
sion of the bank The arrangement between the bank 
aud the party would have to be approved by the 
guarantor The guarantor would guarantee to the bank 
the repayment of the debt Whether he should be responsible 
lor prompt and immediate pavment of instalments not paid 
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by the borrower, or whether there should be elasticity 
about this, is a matter of detail lie (the guarantoi) is 
responsible for the Imal recovenes which are covered by a solid 
security, but it is essential that Ins assistance should be 
.available for effecting recovenes ” [Mmouty Rcpoit , pages 
68 , 09 ) 

Disarming HI ah v fix’s Opposition 

A peihnent question is Why should the guarantor 
undertake this usk q lie mil lose a source of his income and, 
therefore, lie mil throw Ins whole weight against the scheme 
If anything could be done by which he could make a suic in- 
come on lus money with consideiably 1 educed risks and with 
an advancement m Ins status, it would attract him to join 
the scheme He is, tliercfoie, to make a deposit with the bank 
which cannot be withdrawn until the loan is repaid He mil 
get a reasonable rate of mteiest on this loan He mil then 
becomo the guarantor and leeommend loans from the land 
mortgage debenture funds m some multiple of his deposit which 
may be fixed in the proportion of 1 5 to start w ith and later 
on it can be increased On such loans the guarantor Mould 
also get some commission, say IV pei cent Suppose the bank 
.gets deposits at G per cent and 1 pei cent are the expenses 
to the bank , 1^ pei cent wdl go to the guarantor, making it 
JU per cent m all If he can leeommend loans in the latio of 
l” .» m ldation to lus deposits, he will get 6 plus 7V or 13V per 
cent m all “ The asks, the expenses and the n’oiry to the 
Mah a jan m respect of these loans at least are considerably 
i educed and his energies aie released foi other activities ” The 
advantage to the bank is that it gets the benefit of local know- 
ledge and the selection of the bon over is left into the hands of 
.a local slnewd party This Mill disarm the opposition of the 
Mahajan and Mill ensure populnuty for the scheme through the 
co-opeiation of all paities “It Mould do genuine good to the 
boironerby enabling him to economise over interest charges 
Economically theic is every thing to leeommend in this pro- 
gramme But from the psychological point of men , it u ill mean 
the first attempt to bung the Mahajan m a definite link with 
the central money market It will mean lccogumng Ins position 
m the district and strengthening lus position so that he still 
remains the respected man amongst lus fellows instead of being 
dislodged Eoi the cultivator, it means the hopefulness and 
Iirospect of removing the overload of debts rclatmg to long 
periods If it is the pobey of the banks that foieclosures have 
to be avoided and the bonower's position should not be allowed 
to get worse, the Mahajan can help in tins matter as lie 
can also exert much moral pressure agamst the cultivator getting 
into seiious debt outside It will clear the atmosphere and 
it will put to the credit of the state a genuine measure for tho 
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•welfare of those agriculturists, is ho aie outside the field of the 
eo operative movement for any reason ’ 

The above scheme of entrusting the functions of land- 
mortgage banks to the Reserve Bank does not seem to be quite 
sound because the Bank’s high officials uould have many other 
things to do and will not be able to devote time to all and sundry" 
matters Moreover the eo operative and commercial land 
mortgage banking should be kept separate as there are advan- 
tages m doing so But whatever the actual details of the 
scheme may be, the co operation of the village Maliajan seems 
to be highly indispensable and anj scheme which leaves him 
out must meet his bitterest opposition and consequently its 
success may be jeopardised 



CHAPTER VIII 
Industrial Finance 

Tnrur is a geneial feeling m Tndia that our industrial 
progress during the last fifty years is very meagre as compared 
-with India’s vast lesources and the needs of her population 
In 1028-29 the total value of the imported articles, mainly 
manufactured, came to Rs 180 ciores out of a total of Rs 253 
cimes of imports , whereas the total value of m.unly or wholly 
manufactured articles exported from India amounted to about 
90 crores out of the total exports of Rs 330 ciores The value 
of raw ""materials exported amounted to Rs’ 170 crores and the 
value of raw materials imported amounted to Rs 23 crores 
only In view r of these figures it must be said that ttiB Indus- 
trial Commission tiuly depicted the position when it remarked, 

“ India produces nearly all the law mateuals necessary for the 
requirements of a modern community , but is unable to manu- 
facture many of the ai tides and materials essential alike m 
times of peace and war ” The Famine Commission of 18S0 
observed, ‘ At the loot of much of the poverty of the people 
of India and the usks to which they are exposed m seasons of 
scarcity lies the unfortunate cncnmstance that agneulture 
forms almost the sole occupation of the mass of the population ” 

The policy of the Government of India, up to the outbreak 
of the wai was one of laisse~ f nc and the first attempt at a 
.general pohev of industrial development was in the form of 
■*‘ a very imperfect provision of technical and industrial educa- 
tion, and the collection and dissemination of commercial and 
industrial information ” ‘ This policy of non-intei vention 

of government and their attitude towards the industiial deve- 
lopment of the countiy combined with instances of anomalies 
in the fiscal, railways and stores purchase policies till 
recently followed in the country has exposed the government 
to the charge of open hostility towmds the interests of Indian 
industries prompted by the over-ruling considerations of 
advancing British interests >n 

The Industiial Commission of 1916-18 made certain pro- 
posals which” depended upon the acceptance of two principles 
Firstly, the Government must play an active part in the mdus- ' 
trial development of the country, and secondly, the Government 
-could do so only when it was eqmpped with adequate adminis- 
trative machinery and got leliable scientific and technical 
advice — According to the recommendations of the Commission, 
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the Government help -was to include provision of research.. 
industrial and technical education, commeicial and industrial 
intelligence tcchmcal and financial help and the purchase 
of stores The Montagu-Chelmsford Report of 1017 also 
emphasized that the Government must admit and shoulder its 
responsibility for furthering the industrial development of 
the country In 1921 the Indian Fiscal Commission recom- 
mended a policy of ‘discriminatory protection ’ and the creation 
of a Tariff Board As a result of the action taken on the 
recommendations of the Tariff Boaid, the industries which have 
benefited most are cotton textiles, iron and steel and match 
There is, however, stdl a considerable amount of feeling among 
the intelligentsia of India that the State, and particularly the 
Central Government, is not taking as much interest as it ought 
to m the development of India’s industries - This is evidenc- 
ed by the belated effect given to the recommendations of the 
Tariff Board in many cases and by the fact that there has been, 
no revision of the Railway Rates so far on the fines of the 
Report of the Industrial Commission The latter had also 
recommended the appointment of an expeit committee at the 
earliest possible date to examine the possibilities of the establish- 
ment of industrial banks m India and this committee vas 
appointed 10 years aftei the recommendation made by the 
Industrial Commission 

In marked contrast to the attitude of the State m India 
the Goiernments in foreign countries have helped industries 
to a great extent The following statement of Prof Taussig 
for American industries is noteworthy ‘ Rich natural 
resomces, business skill improvements m transportation, wide- 
spread traimng m applied science, abundant and manageable 
labour supply — these, perhaps suffice to account for the 
phenomena But v ould these forces have turned m this direc- 
tion so strongly and unerringly but for the shelter from foieign 
competition 7 ’ 

In Japan there has been very rapid industrialization smce 
lS6o as a result of the active policy of the State The con- 
tribution of manufactured goods of the Japanese export trade 
rose from 1 14 per cent in 1S68 to 42 32 per cent m 1928 and 
the imports of manufactured goods fell from 60 57 per cent m 
1858 to 15 6 per cent m 1928 At the beginning of her indus- 
trial career, exports of raw materials were 26 27 per cent which 
fell to 1 17 per cent m 1928 and the imports of the same rose 
from 4 9S per cent to 53 12 per cent in 192S = 


2 Indian Ban! ing Committee s Report, para 325 

3 The Japanese Government realized the seriousness of the situa- 
tion and embarked on an active national police Numerous students 
were sent abroad to studa the industrial and commercial technique 
of the W est, importation of foreign experts to train the Japanese 
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In England also till lately the home of laissez fane, tlie 
•Government lias come actively to the assistance of industries 
and between 1921 and March 1927 a loan of more than £ 79 
million uas raised under the Tiade Facilities Acts foi appiov- 
ed purposes on behalf of private concerns with Government 
guai antee 1 

Ovpital Bequirevients or Industries 

IndustnesTeqiiire capital foi two puiposes (3) Capital 
for block or to finance fi\ed assets Newly started industries 
require money for land, buildings, machinery and other appli- 
ances of a dm able kind Old established industries also 
require long-term capital foi extensions and replacements 
(2) Working capital is requued to puichase and work up raw 
materials into' finished goods, for stores, for expenses on 
marketing and advertisement and also for day-to-day require- 
ments A portion of woikmg capital is also of the nature of 
long-teim finance Theie is a certain stock of law materials 
and manufactured or senu manufactured goods which never 
"falls below a certain minimum and money reqiuied to be spent 
upon these goods is also peimanent capital Woilung capital 
requned above this minimum is of the nature of skoit-lerm 
finance The 1 dative proportion between working and 
block capital vanes from industry to industry Wheie pro- 
cesses aie * round about proportion of fixed to woikmg 
capital is verv large as m tlie cotton mill industry, iron and 
steel industries and the hydio-electnc mdustiy In industries 
wdieie processes are not lound about’ and implements are 
comparatively inexpensive as in cottage industries, the pro- 
portion of fixed to woikmg capital is vciy small 
Existing Facilities in Indii 

Industnes m India are not able to obtain finance to an 
-adequate extent The Imperial Bank is not allowed to grant 
Joans on the security of shares and fixed assets and it is thus 
unable to grant loans to lndustnal companies for capital 
expenditure and even as regaids working capital secured by 


m mdustn il technique and other machinery loi mdustnal flaming 
was also provided New industries such ns textiles, non and steel, 
ship building, etc , were stilted Capital was supplied when- 
ever possible and substantial help was lendeied by gi anting subsidies 
-or giving protection Corumeicial museums were opened by the 
Government m almost all the cities to hold periodical exhibitions by 
which the sale o£ goods nbioad was facilitated and useful information, 
was supplied to the ti adei=- The Yokohama Specie Bank was estab- 
lished m 1880 and the Industrial Bank of Japan in 1902 w Inch gave 
impetus to the progress of Japan’s industrial development For 
-details see Bau Present Day Banhtrui m India, p 200, G G Allen, 
Modern Japan and Its Problems, 1928, p 106, and the Indian Central 
-Banking Committee’s Report, pp 205, 200 

* See Report of the Liberal Industrial Rngwry 
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liquid assets, it insists on a margin of 30 pei ce nl and it cannot 
grant loins for more than siv months The industry s have 
thus to pi ovule not only the whole of the long-toim capital, 
hut ilso 30 percent of the shott term finance ‘ Tins attitude 
of the banks m India, added to tlie sin ness of Indian 
capital, acts as a damper on the mdustiinl development of 
India ’ Banks usnallv insist on a full backing of tangible and 
easils maikctable security and do not grant loins on personal 
credit and integrity of the bon overs Tins is because banks 
do not h ii e confidence in industrial concerns due to b id manage 
ment of the lattei , but it is to some evtent the busim ss of banks 
to distinguish lxtueen good and bad concerns and to help 
those concerns -whose position is sound The insistence or th< 
banks on a 30 pei cent margin against stocks of goods is a gieat 
hardship to industries specialh m times of low prices The 
Cotton Textilo Industry is passing through vei\ bad times and 
the Managing Agents, who in ordmaiy times (an raise finance 
without difficulty, are unable to cope with the situ it ion fll 
present Tn other countiies, banks would have mused suel: 
important industries by a hold and generous police' Banks lr 
India at present finance mdustnes out of short-tcim deposits 
but the industries ire not alwavs sure that, the loans would b( 
renewed on c\puy of the period Jn the Bombay President-} 
and specially in Ahmedabad, industries get capital througl 
public deposits and these deposits are withdrawn in bad time 1 
from good as well as from bad concerns and industries cannol 
always depend upon them Fuither, rates of interest for loam 
and advances aie very high, the usual rate being the Impen.a 
Bank Rate or one or two per cent highei The ImpeualBnnl 
Bate fluctuates owing to seasonal stungencies which means i 
real hardship to industries 

Capital foi industrial development fro m the p ublic is no 
easily forthcoming and dobentuics aie not as popular in Indu 
as elsewhere This shyness of Indian capital is due ti 
a variety of causes (1) There is no iecogni7ed method n 
India by which people can obtain advice, guidance and assis 
tanco with regard to industrial investments "Bankers’ client 
can obtain this type of help from then banks m other countries 
but theie are no banks in many urban centres of the light tj p 
which can guide then customeis m such matters in India (2 
The failure of manv smaller concerns has shaken the confidenc 
of the public in mdustnal investments and people prefer posts 
savings banks and other Government securities to industm 
investments (3) Some investors look to capital appieciatior 


5 This is in. striking contrast to the position in England whore fo 
curiont business purposes bilks gnnt loins on the peisonnl security 
of tiio borrowers Sea Walfcu E-af’s Bool on Banking quoted bv tb 
Indian Banking Committee 
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and fixed interest bearing debentures -with, no prospect of 
■capital appreciation “do not appeal to tliem (4) Insurance 
companies m other countries invest a laige portion of their 
funds m the securities of first class concerns, hut m India there 
is no insurance company a\ Inch has taken to this land of invest- 
ment (3) Heavy stamp duties on debentures and transfers of 
debentures are additional impediments m the w ay of the popu- 
lantv of industrial debentures ((») The fiscal policy of the 
Government -which does not guarantee piotection against 
-foieign competition is another reason for the shyness of Indian 
capital ' We have heaid the complaint that though machi- 
nery has been set up by the Government to consider the claims 
made by vanous industries foi piotection namely, the Tanff 
Board, the recommendations of this Boaid are not always 
carried out by tbc Government It is theiefoie, argued that 
the investor m an lndustnal undertaking has no assuianee 
that the industry m which lie invests wall reach the piofit- 
earnmg stage or that the profits, w hen once they accrue, wall he 
maintained by mauguiatxon of proper piotective measures on 
the part of tlic Govoi nment of tlie country ’ 

JxnusTm vr Bvxkxng ix Oiher COUiNTRirS 


Go many — In Germany au mdustnal firm lias a cmient 
-account with its bank and at times it is m debt to the bank 
and at other times it lias a ciedit balance wifh the bank The 
amount of indebtedness, the pen od for winch tlie loan is 
to he outstanding and the security to be offered are matteis 
settled between (lie hank and the borrower beforehand Tlie 
curient account balances are used by firms in Geimany not only 
for short-term finance foi woilung capital, but also foi block 
■capital foi extensions m anticipation of recouise to the invest- 
ment market 


Initial capital is piovided m two ways The promoters 
offer capital to the public or they themselves take over the 
•entire capital m tlie beginning with the intention of offering 
it to the public latei on Lateily, the second method has sup- 
planted the fust to a great extent, and in this connection the 
German hanks have played a gieat part m providing the muia 
capital winch is released to the public subsequently or sola 
directly to customers having relations with (he hanks A 
munhei of banks join together io sliaie the risk It may e 
noticed that the investment of Gciman Banks m shares 01 
-lndustnal companies is not a long term investment ana is 
resoi ted to merely as a safe and liquid investment foi P&* 
of the hanks’ resources in first class securities The bank 
on this way acquire business connections and influence 
German banks thus play an important pait in financing ’ 
prises The ordinary banking business is, of course, the 
important with Gciman banks, but m addition, tlieie 
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department for industrial and similar finance, ' witli a limited 
share of the banks’ onn resources, for carrying on financial 
transactions arising from time to time m the relations of the 
hank with the industrial and similar joint-stock companies ’ 
These transactions require a certain amount of capital invest- 
ment which is in close relationship to the capital and reserves 
of the hanks Though in the aggregate it remains stable, 
its composition quickly changes according to market conditions 
and if the public does not respond to the offer of securities 
resulting from such industrial finance, the banks cannot 
continue assisting industries till such time as the public is- 
again piepared to put up the new capital 0 

0 Mi J, R Sirkei writes that this account of the German banks- 
is not onlv inadequate, but that the lesson of the German banks is 
not ughtly appreciated bv the Indian Banking Committee The 
German banks plav a large pait m the provision of long term capital- 
They attend an industrial undertaking from birth to its death and 
help the concern through thick and thm Tliev Inu e satisfied the 
need for an institution to educate md encourage the general public 
m investing tbeu suiplus funds in industries There was a place for 
some kind of agenev which should obtain the confidence or the invest- 
ing class, and use then confidence to duett then capital towards sound 
mdustiial undertakings It was primarily the filling of tins place that 
called into being the Credit Banks of Germanv and accordingly these 
banks gave a piomment place m their piogramme to the development 
of Tomt Stock Companies The German im est-ors aie ev en now 
reluctant to paiticipate m anv undertaking before it is fully 
launched and tliev have a peculiar prefeicnce foi piojects m which 
a leading bank bos interested itself ’ See his Minute of Dissent on 
p 53S of the Indian BanI mg Committee Report In this connection the- 
foreign hanking experts die of a different opinion Accoidmg to them, 
the staitmg of mdustnes is nowhere considered to be a bank’s affair 
An industrial company has to find its block as well as its working 
capital and it must pnne itself strong enough before it is fit for 
mdustna] finance Thev remark, ‘ Vndei the German Banking svstem 
such financial transactions which occur from time to time are, how- 
ever limited from the some conditions which govern the English Issu- 
ing Houses They require a responsive capital market and if 

the public are willing to put up the new capital requned bv the indus- 
trial company and which is offered to the market m a suitable shape, 
then the banks under the German sv stem will not take the place of 
the public Thev will not themselves furnish to the industrial com- 
panv what the investing public is not prepared to take If the 

public is not lesponsn e to the offer of flit secu a ties lesulting from 
such industrial financing, then the amount noimallv invested bv the 
banks cannot he raised The German system offers indeed a 
great manv adv ant ages for the industrial dev elopment of a country 
and oenefits the banks as w ell This, liowev er, is onlv on the condi- 
tion that the business of the finance is bandied with the utmost caution 
and cate Banks engaging m industrial finance should not and indeed, 
do not start anv new mdustnes, nor should thev manage industrial 
enterprises bv themselves German banks do not employ a staff of 
industrial experts \\ hat thev do is to cultivate not onlv regular 

commeicicil banking business but also financial transactions 
Thev develop a sympathetic attitude for the needs of industry ” Sen 
Annexure II bv Foreign Experts submitted to the Indian Banking 
Committee 
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Belgium Tlie baulks in Belgium have rendered great 
services to her industries and they wore the only source liom 
which mdustnes could get financial help The Societe Generate 
de Belgique, established m 1822, was the first joint-stock hank 
m Europe to develop industrial banking and it also controlled 
various industrial concerns 

JPiancc In Fiance, special institutions called Banques 
D’ Adairs have giown up to finance industries The} parti- 
cipate in the capital of industrial concerns and help m placing 
their bonds and shares with the public 

Sxbitznland — The connection between banking and indus- 
tries is very close m this conntiv The Trust Banks there 
issue their own bonds nliose proceeds are utibzed for granting 
long-teim loans to mdustnes and foi pmchasmg their shares 

Italy — The establishment of the Societa Fmanciaia Itahana 
which took over the mdustnal secimties held by the Credito- 
Itahano paved tlie way for a sound system of long-term 
finance 

It eland — In 3926 tlie Industrial Trust Company was. 
established m Ireland with direct Government assistance with 
avion to facilitate the financing of those entei prises which had 
previously got loans m the form of Government guarantees- 
under the Tiade Loans Acts v Inch weic due to expne then 

England — In England a very cautions policy is followed 
by clearly separating industrial from commercial banking. 
There aie various international Issuing Houses m England 
nhich take up the matter of mdustnal finance and keep them- 
selves directly in touch ruth the concerns they finance With 
their help, the secunties of industrial concerns can he easily 
put on the market Owing to the development of the Invest- 
ment Market m England, the Issuing Houses can readily 
invest money m the capital of industrial concerns to leiease 
the shares to the public 

Japan — Japan was not slow m putting into practice tho 
principles and methods of Western conntiies and the Indus- 
trial Bank of Japan was established m 1902 to finance Govern- 
ment loans and to make advances against Government and 
Semi-Government secunties, against slaps, simp-building mate- 
rials and other industrial issues With the approval of the 
Mmister-m-Chai ge it could purchase or under-v nte stocks and 
sliaies The Government exercises contiol through the 
Hmister-in-Charge who appoints the controller foi supervising 
tho Bank’s business Dividends to the shareholders can be 
declared on tlie approval of the Mmistei In the beginning 
the Government guaranteed a 5 percent dividend up to 5 yeais 
The Government supplies funds to the Bank at a model ate 
rate and guarantees capital ledemptionand interest payment 
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of the Industrial Bank of Japan loan bonds if such loans are 
floated m foreign countries 

A study of these facts shows that private jmterpnse and 
initiative alone cannot be depended upon to provide the neces- 
sary financial help for industries, and some special type of 
institution is very necessary to provide long-term finance and to 
infuse confidence into the public so that the latter may invest 
tliur money m industrial investment securities This special 
institution should be, as a general rule, apart from the com- 
mercial banks Granted that a special type of banks is neces- 
sary for industrial finance, the question is whether it should 
be a provincial industrial corporation for every province or 
a Central Institution 

The arguments in favour of a Central Institution are — 
{!) In the present state of depression, the Central Govern- 
ment will be in a better position to raise finance for purchasing 
the capital of the corporation or foi giving a guarantee regard- 
ing the return on capital than the Provincial Governments 
<2) The directors of the All-India Bank being men of All-India 
reputation will command greater confidence of the public than 
the directors of provincial banks because of their widerjtnow- 
ledge and outlook and hence the Central Institution will find 
it easier than separate provincial institutions to raise money 
for shares and debentures (3) An All-India Bank with greater 
resources and well -distributed investments m industries will 
be better able to tide ovei periods of depression (4) An All- 
India Bank will guide the industrial development of the country 
on verv sound lines as it mil gather knowledge and experience 
iiom all parts of India and mil have a well equipped intelli- 
gence department (5) A Central Institution mil be able to 
employ a staff of experts m various branches very economically 
to advise on industrial propositions throughout the country 

The arguments for a Provincial Institution are (1) The 
Provincial Governments mil find it easier to supply a small 
portion of their financial assistance than will be the"' case for 
the' Central Government on whom the total demand will be 
very heavy (2) ‘ Industries ’ being a transferred subject the 
Provincial Governments should be allowed to deal with it as 
they thinlp best (3) The advantages of a centralized issue 
-of capital afe-real within some limit and the competition of 
the Central Government for capital m the All-India markets 
has also to be considered (4) Provincial Banks will be better 
able to look to the needs of their provinces than an All-India 
Bank specially as cottage industries mil also have to be financed 
by the banks (5) The economy of engaging technical experts 
at the centre is not very important as there will be few occa- 
sions on winch their services will be utilized 
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Details or Schemes placed before the Indian Banking 

Committee 

(a) Capital — It Mas proposed that the capital o£ the 
Industrial Bank should be raised partly by shares and partly 
by"'deb'entmes and different estimates weio given for the 
capital of the All-India Bank One suggestion was foi Bs 50 
lakhs to stait with which could be increased according to 
requirements, anothei suggestion was for T!s 3 eroies on the 
basis of Bs 30 lakhs for each pi o vincc which could be supple- 
mented later Another suggestion was for Its 10 ciores of 
authorised capital of which Ils 2 eroies might be raised initi- 
ally In the case of a Provincial Bank for Bombay a sugges- 
tion was made foi an authorized capital of Bs 5 crorcs and 
paid-up capital of Bs 1 croie according to the industrial pos- 
sibilities of the province 

{&) Receipt of Deposits — Various suggestions were made 
for the leceipt of deposits Some witnesses suggested long- 
term deposits for not less than 3 ^ears so that competition 
with indigenous banks might be avoided It w as also pointed 
out by some that the bank should receive short-term deposits 
and m the early years should do commercial banking business 
because people would not be prepared to place their deposits 
with the bank foi long penods, but those m favour of long- 
term deposits favouied Government guarantee to inspire con- 
fidence among the depositors In this connection the Indus- 
trial Commission had lecommended to this effect, “ It appears- 
to follow that an industrial bank with a sufficiently large- 
capital to ensure its safe voilung must combine oidi- 
naiy banking business with its industrial activities to enable- 
it to obtain a return on its capital But the clearest 
possible distinction must be drawn between industrial finance 
and ordinary bvnlung business Share and debenture capital 
and long-term deposits may legitimately be used for the former 
puipose, but shoit-teim deposits nevei 

(c) Government Assistance — I Guaiantec of Intcicst on 
shaie capital was suggested with a view to mspne confidence 
in the public Some people suggested a limited guaiant.ee foi r 
say, five years and otheis a peimanent guarantee to be revised 
periodically II Guarantee of shaic capital was advocated 
as it was thought that the bank would not he able to attract 
sufficient capital without it. IIJ Gnaianicc of Principal 
of Debentures — It would induce people to purchase debentures 
of the hank, hut if there is some guarantee on share capital, 
guarantee on debentures is unnecessary as they will he issued 
on adequate securities A double guarantee is prefened by 
some people This guarantee should be limited for some years, 
but it was also argued by some that there should be no such. 
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limit as the guarantee m case of business will last till it becomes 
a paying concern and different concerns financed by the bank 
w ill become paying concerns at different times IV Guar- 
antee of Pnnnpal of Debentuies “ A powerful and well-direct- 
ed stimulus is needed to start the economic development of 
India along the path of progiess Such a stimulus can only 
be supphed by an organized system of technical, financial 
and administrative assistance ” It is therefore, suggested 
that the Government should give a guarantee regarding the 
repayment of debentures Y Inclusion of Debentuies in the 
list of Tiusice (securities The Indian Banking Committee are 
not m favour of it 

(d) Xatuie of Government Control — Some restrictions 
should be placed upon the activities of the bank by the Govern- 
ment to ensure safetv The restrictions proposed are (1) 
The bank should not lend more than a certain proportion of 
its capital to a particular industry (2) Advances should be 
made only after the expert gives a favourable report about 
the prospects of the concern (3) Applications from indus- 
trial concerns for loans should be entertained only when 50 per 
cent of the required capital of the concern lias been subscribed 
and paid up with a view to avoid risk to the bank (4) The 
bank should satisfj itself that the management of the indus- 
trial concern is in the hands of expeit managers (5) It was 
aho suggested that the Government should exercise control 
over the bank by appointing one or two directors 

(e) Mature and Scope of Advances — The bank can provide 
initial capital for industries m the form of a direct loan or by 
under writing the share capital of the concern In case com- 
mercial banks do not provide working capital to industrial 
concerns, the proposed bank will take up this business akso 
and it could also develop the cottage industries 

Proposals or hie Cfxtrui B vxkesg Committee 

According to the Committee initial block capital should 
come from the public through shaies and debentures and 
-capital for extensions should come from reserve funds and fail- 
ing that from issuing shares and debentures Commercial 
banks can be expected to supply finance for such purposes 
m the form of temporary advances on adequate security These 
loans should be' repaid from the proceeds of shares or deben- 
tuies “ Further the ideal arrangement is that industrial 
enterprises should also provide out of their initial capital the 
minimum necessary working capital Any extra require- 
ments of working capital ofxr and above this 'minimum might 
be met by short-term advances by commercial banks which 
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•will bo entitled to mimic that the in dust ml enteipnse main- 
tains a safe and piopei 1 elation between owned and bon owed 
capital " 

Wliu OoifMEhCIVL r.AMiS SllOT. I'D Do 

The eommemal banks cm follow the policy of Gennan 
banks by undei-writing the sh.uex and debentures of mdustnal 
concerns so that, the public may ha\e confidence in the con- 
cerns and may pm eliasc then slimes and debentures m (ourse 
of time No technical evpeiU on the stalT of the banks aic 
necessity foi this pm post and to liaye business lelatioils with 
liuhistml (oncer ns, a commercial b.mk should has e somebody 
on tbt mani"tmen 1 to be fully (onvtisant with tlie iinaucial 
side ol the mdustnes m general These banks’ delegates wall 
pi os e useful to mdustnal unde 1 takings in new oi then geneial 
experience in finance and will also be of advantage to hanks 
themselves to protect them ag mist losses This will also 
promote an atmosphoie of mutual confidence But, of course, 
this new class of business lequnos much experience, a sound 
bulking policy , eonsideiable capital mil a firm icsistance to 
speculative tendencies The Imperial Bank of India on the 
establishment of the Rescue Bank might give a lead in tins 
direction but the bulk of the smallca joint-stock bmks m 
India having small lesoums aie unfit foi the business To 
establish an effective liaison between the hank and the rn- 
dustnal concerns it isneeessaiv that the entire banking business 
of an industrial coneein to be financed by tlie bank should 
be in the bands of only one bank 

The Banking Ponuiuttea* lecommencl the appointment of 
Locil lelvwnj Committees m Banks to eicate a sympathetic 
attitude of the banks towaids mdustnes These committees 
will provide reliable mfoimatum to the hanks legardmg the 


The foieign ixpnits who collahoiited with the Banking Com- 
mittee <lo not accept tlie position th it mdustnal concerns m India 
should be expected to have thou woihing cipital supplied In eom- 
met citibanks even if idoqunt stcunl y is ofteied Not only block 
but also noininl winking capital has to he fuimshed out o£ the turn’s 
own c lpit il and befou tlie him is lit Foi Industual Banking 
it must have hem in opu ition foi a suthcicnt penod to pcove tliafc it 
is stcong enough Wc conxidci this as the sound anange- 

ment so that t hi oxpiessious ldonl nu angeinent ” and “minimum 
wenking i lpit il” seem too weak to uc \\ c undi istand by the 

‘noininl woi) ing cnpiiil” the cipital which the industual concern 
urn empiric dm mg the whole veai on the basis of its piescnt capacity , 
vvlnlst onlv the amount in excess ol that noininl capital needed in the 
busv season may 1 casonahlv be expected fiom bank credit If 
the vvholi of the woikitig capital of an mdustnal concern is bouowed 
monev put of the loin would become locked up, and the concern 
would ncvei be tics fiotn indebtedness to the bank ” Set \ppendix I 
to the Genital lJiinhimj Comvnitcc Report, pp 1)10,011 also Euclosm c 
TI, pp 011 032 
-I 
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status and tin mu 1 1 ptiiition of tin ir i ustomt rs Hu* [mu- 
ttons of tin si Lot il Hoards should In puu Ij of ui n<Ut or% 
dtirtcttr, ofherwist thortspnim’nht' of tin bonk in iriajrt merit 
i\ill lit \uMkt nul ilti'O .uht^urs Ho mis \ol! In 'ile<ttd In 
the Director' mil tlii ilioni aliouhl f dl on the leidinji men 
in lni'incs' unit uidnstn 

lit p ireimtr the printing of loins on jnr-on il mm tint \, the 
bulks in Iiuln m not m v position to <lo that and <uti m 
WcsUni < mintm s -tult loin-- tre tnnlinid to un bur tirin'- 
‘ We cannot thin foie ruommoud in indiscriminate < \(f n- 
sioji of the ‘-I'-ti'ni of *rr intuit: tl< in credit' b\ bmV* ill 
In<lei l.ut the bull-- should tr* it borrow «r> uiordmir 

to tin tr inlttrnli and fin mini position rttiirdmp loins and 
«t t untits mil if borrowin' in of pood st Hiding i« to justifv 
loans on jnr'Oii.il si cunt, this should lx dotu 

\t prt st n< tioiirnnunt -< uintit s ire mon popul ir Hi in 
mduotnil SKimtns bit him of the indit of tin Govunimnt 
nul the nt<s of mt< rt st olTtrod l>\ tlnm Hu list il polio of 
the Gcncrnnu lit is iho ti sponsibl* fortius fut is the him tors 
an not sun that tin Com mint nt will guarmtu protiction 
against fort urn competition We thud that initumiltn 
tion of the tountrv s iist il polio would mibb tnduMrid 
him st mints to httotue ttpulh ittnuttw with (3o\ em- 
inent st cunts 

riOUMIM lMHstmi ( UVIOV \TU)\ 

Tin (tntril n inking I'nipim foumnttie h ut recommend- 
ed tin ist ibh'innt nt of i Hroiintnl Industrtd f'orpontmn 
forotn prouiut with hi mt lit s if in i< ss m md with iixpit il 
lmtialls or pirmimntU supjihtd 1>\ tin I'roMmnl Goa era* 
nunts contirnetl Hut tins «reitum is dipt nth nt upon the 
will and judgment of Hiountid Gmeumu nts * To what 

* Mr Suhi i m ik( » tlx follow in, r> m irks m to- XJixxlr of 
t nui toivunud tin* tl i < -t ibh-hnx tit of industrial bints i-, not 
onl\ desir-ihh tmt nti-oluti H n«n-v «t I nod that nu tollt limes 
hew in t n I'd to in iki tjxir r> (oiniix nd ilion a u,u< and pnlinji-> nos 
hulling Tor ns tlu n comux nd it ion no\ stands it -< t ins to impla 
that tin cv-i tor tlx ■ -t ihlislinx nt of v\n Ii institutions bus still to b 
ptoatd be foie the l’maiiicml Mmi-ti r 1 id > s un\ art mil Tin iniiii- 
tml t omniis-ion wimii toiisiin ri <1 f iit in-itti r in 1‘US m nintiund 
fd tin constitution of nn faput lonumttoi to lon-idu tin quistion 
of tlx < st ililislmu nt of nidu-tiiit hoiks for (minting lndmtriis in 
Indit The It lnhinr. Coimnittii w fix h is Mir< la nutvpirt eomnuttn 
would lx f nUiiu in its dots if it did no 4 un< ipiiuicnlla press 
for the (stidili him nt of indo-tiiid h ini s ml In proainces tlx jwtd 
foi wlmli iuis lx in i injiliatic il!\ j>n w d hi nil tin Indian witnesses 
I do rot think tlx i < fon that it will hi mro'Siti foe the 
fiitni t imnisti rs in (lx pronni < s « hi n fix h mkm,, coimmltt is |i n e 
ita oninx nd- d tlx (nation of inthisf nil birds *o wo oitr tlx smu 
ground n«w( base tnuefd Si < lus Minute of Pu-Mitt pp 
5 Jit I f c t lx u fori detiniUla tttomnunds tlx* i stahhsimx -it. of 
Proainus 1 C oi poi it ions liuincdi \t < la m Uombna Madras amt J 5 on pal. 
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industries should help he granted is solely lo he determined 
In the Ooiporatum and the Government ‘ Wo think it un- 
dcsmble to fetter m am way the discretion of Provincial 
Governments m a matter winch is of fundamental impoitamo 
from the point of uui of provincial development bv suggest- 
ing hard and fist cut cm fox the grant of issistanee by tho 
proposed Coipoi.it ion At the same time vve hold that 
the advisability of giving assistance in am pnticulni ease 
should depend on the extent to which the enterprise mil he 
of benefit to the public, and will add to the productive powei 
■of the pi ounce and provide employment for its people, and not 
meulv on its piobable advantage to the piomotois of the 
industry ’ 

The sliaie capital will vaiv fiom piovmcc to province 
according to industrial needs As fai as possible it should 
he obt lined from tlu public, and filling that the Committee' 
have recommended that the Government should purchase as 
much of the capital as is not purchased by the public Tins 
method is prefoi able to the guaiantce of dividend on sliaie 
capital The sliaie c ipital should be' supplemented by deben- 
ture eipit.il' which should not he more than twice the amount 
of sliaie capital m the beginning, and to make the investment 
attractive the Government should guarantee mteieston debon- 
tmes for a limited period If necessary, the Government 
might also 31111 chase a portion of debentures until a legulu 
niniket has been created foi them The Committee i eject the 
idea of the debentures of t ho lndustnal Coipoiation being 
classed among trustee seem dies 

The Industrial Corporation can also scenic lcsomees 
tluough long-term deposits from the public foi a penod or not 
less th in two yoaii Miorf-tenn finance will be obtained by 
industrial concerns fiom existing institutions The money 
so obtained should not be lent out foi longer periods than the 
currcncv of the deposits Tins 3>ro])osal that deposits for less 
than two yens should not ho lecepted bv the Coi por.it ion is 
designed to pi event competition with jirivato joint-stock hanks 
So long as the Government is mleiested m the Coipoiation 
tluough subscription of sliaie oi debcnluic cipitil, or through 
guaiantee of dividends oi mleiest on such capital, it should be 
represented on the Boaid of Dnoctois of such Corjioiations 
The Government nominee should not have the power of veto, 


0 Dcb^ntuie issues should not exceed the amount or tho out- 
standing long teim loans, and must not be inoie than five oi six times 
the amount of share npital This would seexm good piotlls to the 
Cm jioi at ion and the dcbontuies at all times would be coveted by long 
ititn seemed loans and the additional sccmitv piovuled hv i ajntal 
to the extent ot 20 pei cent of debentme issue will be enough 
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hut lie* should hi entitled to ask f«n a lifiriwe to tin f.inirn- 
nj( nt 11 Ik dews nut igiec 'vn it It Jlit uctthof tin ho tin on impor- 
t ant mntteis lH-liws should hi fiinud lie tlu Coipoi diem 
giamg tin condition-' undo which it mac iti ,mt louts to indiis- 
(u i! concerns fins mil eti'tin t!i it tin IniMiu *s oi tin (’or 
poratum is < oinltti t< <1 m i fur md imp u I id in inner During 
(lu ( urn in \ of tin mltiist of tin (aminiitint mu li h\ h"f 
should rocpmi tin s mi turn of tin (oncnumiit " 

\N \ll-lMUV iMU'-iini ( oi mi UtON 

'I Ins institution < in su un propi r h u-oti in tin nutter of 
finimi md i dtii c t < onw i tion with the 1 irgt spi nding ib p irf 
mints of tin ( cntrnl Don mini nt md mm lit ion of industries 
with i nlw n liti' (iistoins md storis pui(hc-( polities 
of tin tom limn nt 'I his question u to hi tin i!!\ ih ( idl'd h\ 
thi ill in mds of thi I’lminual Oo\i iium in - requiring flu 
scmtis of Midi i l < ntrd lii'titntion or In tin ( i ntrtl la pis) •- 
tuu 1 oi *'OUi( turn it h nt thm will not la tuition li in- 
(Justins of sm h lmnoitmu in «o Iirgi i rmnibu (*> to jn tifc 
the tsl lhlislimi nt of such n Corporation to < nnblo it to nnisf 
its funds tcinitint ituih and t i i \ishng nation d liidustrits t m 
he tin mud dm i tl\ ormdiruth In tin l literal (um ttittit nt 
It will tlidi fori hi n long tutu hi fon tin i stahlishinent of 
stuli in All Indi i ( oipm ltion will hi justifud But the to nidi 
luting md supplement u\ finu lions piopmi d to lit uilnistullo 
tin Coiporitimi will hi time I oi tlu-e k 'sons ut All India 
Indiistinl tin ud with lihnon fmu turns i-> to hi ruonmuinhil 
It should ((insist of thi Gmirmnent Munhirs of tin Itidnstm s 
mil Iinmit Diputnimth u piesi nt itne husini-'snnn ion 
iiutiil with (in. mu hmking iimmuru md mdu'-tn and 

rcprcsi ntat ui s of I’lmmml Indiistrnl Corporitions 

tls I 1 xCltONs 

'Hu Bond i an t ike up pmodie il nimiMif lnili m nidus 
Ints and snggist tlu tim lint s of piogii ss In .n ending o\er 
production It cm In Ip tlu T’linimul (.os erntm nt* m pri 
paring thin progiaminis of industrial roionsti notion md it will 
thus lie nidi to a\ old unmussm infer-prminnnl (ompr tit ion 
m part li ul n industries It im lendu m rutos iignnlmg 
the collection and dissemination of industrial intelligence so 
cere useful to all pi ounces In rmope md Anunca such 
statistics of piodnction nc liemg compiled winch emhli 
governments to follow definite credit indent rents policies md 
in India this woik can he entrusted to tin MMnelii Board It 


10 Sei Mmntr of of Mr \ 1 ! s, u ] (r pj ',51 whut 

lie lues down ciHtmi functions of tin C input ifunis unit s llt ^ ( sts 
picc up ion-11 \ miv-uiisfot contiiiltinc tin 11 piutui- 
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can maintain a staff of experts, keep up to date the insults of 
indu'd, ml smieys bi studios and researches conducted by 
experts «nesint ible id\ieo to live coipoiaiionsTC"ardin<4 issues 
of dobeniuros, etc , can cmdc the jronoral policy of the Pro- 
vincial Corporations m making nnestments m securities of 
indusiml corpoiations, and it can aclaase the Gorornmont and 
Provincial Industn.d Coiporatiom with repaid to the boating 
of inland and foreign loins It tan enquire into the organiJM- 
tion of Indian industries and make suitable recommend it ions 
thereon The Go\ eminent can depend upon it for advice on 
tommeieial and mdu-tual education on proper lines, and it 
can also formulate some schemes for dr m me out small savings 
for industrial nnestments Most of all it cm emphasi/t upon 
the Central Goiornmonl the need for foiinul dine their fiscal, 
hnancial, railway rates and stoics purchase policies to suit 
the interests of Indnn industnos and suitable .action for advanc- 
ing the interests of industnos m goticr il can he undcit ikon 
bv the Board 



CHAPTER IX 

The Managing Agency System 


The managing agency system occupies a very important 
place in tlie financing of industries in India There are firms 
of outstanding reputation which bring new industrial concerns 
into existence, draw up the memorandum and articles of associ- 
ation and perform the otliei preliminary operations They 
also define the Toting powers of the shareholders and reserve 
ample powers for themselves m order to exercise control over 
the concerns they manage The following table, including a 
list of the managing agents of Calcutta, shows the extent to 
which industries are controlled by the system — 


Name of Managing Agent* 


Andrew Yule A Co 
Duncan Bro« 

Martin A Co 
Octavius Stee 1 & Co 
Begg Dunlop 
Bud A Co 
McLeod A Co 
Gillanders Arbuthnot & Co 
\t llliamson Magor A Co 
feliaw W allace & Co 
Jardine Skinner A Co 
Kilburn & Co 
Davenport A Co 
H V Low A Co 
Balmer Lawne A Co 
F W Heigers A Co 
McXeill A Co 
Killick Xixori & Co 
Begg Sutherland A Co 
Yilliers, I td 
Kettlewell Bullen A Co 
Geo Henderson A Co 
Birla Bros 
Jas Finlaj A Co 
Thomas Duff A Co 
Other Firms (11) 
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11 

2 


S 

10 
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0 
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2 
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5 

2 
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1 

1 



1 

1 

3 


3 

3 



20 

0 

0 

4 


SIS 

0 S 1 

5 1 

2 5 
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0 1 

S 

2 

2 1 

1 

3 3 

1 

1 

2 7 

1 7 2 

3 

3 


6 3 1 


Total 3S5 32 147 79 29 40 6 32 


The system is a peculiarly Indian phenomenon, having no 
parallel m any other country of the world In its oiigm, it 
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is a continuation of tlie largo trading houses v Inch earned on 
"banlang, industry and oilier activities indiscriminately The 
piomotion of the cotton textile industry m India is almost 
solely due to the managing agones system The pluck and 
enterpnsc of the eaily Paisee founders ot the cotton mills in 
India descives adnuiation The firms of seuetanes and agents 
had a very large stake in the capital and fortunes of cotton 
concerns and then scimcos m the initial stages of the cotton 
industry, spccialh m Bombay and Ahmedabad, v ere praise- 
v or thy Even now , fmns of managing agents play a pre- 
dominant part in the promotion of aaiious mdustiios in India. 

In Bombay, vlien an industiial concern, particularly a 
cotton mill, is started, the managing agents raise capital from 
persons vlio tmst them The working capital is obtained from 
private deposits and cash credits fiom banks The deposits 
are for six to tv else months and beni interest at about P to 
0^ per cent v Inch to a great extent depends upon the position 
of the mill and the standing of the managing agents Loans 
from banks are obtained on the guaiantee of the managing 
agents and now the liquid assets of the concern are hypothe- 
cated to t lie hank When the Imperial Bank of India grants 
loans on the strength of promissory notes, the lattei must, bear 
tv o signatures, and thus the personal guarantee of the manag- 
ing agents is also taken This is not ncccssaiy when loaus arc 
obtained against government and othei trustee secnuties In 
some cases the managing agents jumide finance m case they 
arc appointed agents for buying lav materials and selling the 
products of the industry 

In Ahmedabad, the system has been admitted to be an 
unqualified success The total block capital, leqmred foi 
starting a cotton mill in Ahmedabad, is Rs 20 lakhs of which 
Its 3 lakhs is initially raised by sliaie capital, and the balance 
is raised m the foim of sc\en-yoar deposits foi Rs o lakhs 
and the remainder Its 10 lakhs lsiaised eithci tluougli one-year 
deposits or found by the managing agents themselves The 
seven-year deposits are attracted bv the device of gi anting 
a share to the depositor m the agency commission The manag- 
ing agency is made into a limited concern with a nominal 
capital of Es 1,000 divided into 1,000 shaics of rupee one each 
A person who is piepared to deposit Rs 5,000 vith the concern 
is given one sliaie of the agency company and he is thus entitled 
to one-tliousandth pait of the agency commission The value 
of this one lupeo sliaie in the market is often about Rs 700 to 
Its S00 These shares can bo sold oft by the holders at their 
vill 

The deposits icccived by the mills mostly come from indi- 
viduals and vary on the aveiage fiom Its 5,000 to Es 10,000 
Befoie the War. all tlio deposits used to come from the public. 
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m Ahmedabad 01 the adjoining villages but after the War some 
of tbc concerns have accumulated reserves and these reserves are 
now mter-deposited The deposits from rural areas have fallen 
because of the fall in the prosperity of the people and because 
of Got. eminent competition The Ahmedabad pubhe regard a 
deposit with a mill company safer than until a bank because of 
the business integrity of the managing agents In Ahmedabad 
nulls get little assistance from banks because the latter are not 
piepared to invest their short -tarn resources m block capital 
and the former are unwilling to pledge then stocks for advances 
for short periods as this would rum the whole fabric of their 
credit The managing agents get a commission for selkng the 
pioducts The rates of interest offered on deposits m Ahmeda- 
bad v, ere as follows for a number of years — 




Per cent 


1923 

6 

Jlay 

1926 

5* 

Tanuarj 

1927 

5 

October 

1929 

51 


The late which the managing agents charge on advances made 
by them is never more than G per cent and compares favour- 
ably with rates on deposits because the amount they can be 
called upon to advance may sometimes be very large The 
following statement shows how the nulls of Ahmedabad and 
Bomba j get their finance — 


Amount loaned bv the 
managing agents 
Amount loaned by banks 
Amount of public de- 
posits 

Amount of share capital 
Amount of debentures 
issued 


(In l/ilhs of liltjvm) 

Bombay Ahmedabad 

Figures of 04 AIillc F mures of 56 Mills 


Pe 

reentage of 

Percentage of 

Ks 

total” 

Its 

total 


finance 


finance 

3,32 

21 

6,64 

24 

2, 2G 

9 

42 

4 

2,73 

11 

4,26 

39 

12,11 

49 

3 40 

32 

2, IT 

10 

S 

1 


It wall be noticed that the amount of public deposits and 
the amount directly loaned by managing agents are far more 
important than the amounts loaned by banks The system 
-of public deposits specially in Ahmedabad is commendable and 
without it the industry would not have made as much progress 
us it. has done Like manj other elements in Indian economic 


1 Made up of — 10 from managing agents, 53 from banks and 
139 from the public 
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life t.lio system is (loomed In limes of depression public 
deposits fill ind flic concern may come to gnef Prom the point 
of view of the deposit 01 the investment is safe as long is the 
concern ma^ be well-equipped and well-managed, but being 
an unsecuied creditoi, the depositoi might stand to lose 

In Calcutta the managing agenev system mainly pre\ ails 
in ]ute, coal, cotton and tea mditstnes A\heie the poweis ot 
managing agents ne voiy wide They ne the founders of the 
concerns, arrange foi the finance m vanous wsiys, piuchase 
the raw materials, supeivisc the manufactuie, sell the 
products and conduct the management of the concern m all 
possible an ays Thei also give the guarantees an hen banks so 
requue, but the gnaiantee m Calcutta is merely tins that the 
OAeidiafts gianted ,ue always coveied by stocks 

lu Biliai and Onssa the managing agents aie most active 
m the coal mining and non and steel industries Of the lesser 
industiies they support most of the clecfiical enterprises the 
lime factones and the lnigei mica mines and a good pnit of the 
sugai mdustiA T Then disadi ant ages fiom a purely provincial 
point of vioNv are that ‘ they have concentiated mainly on 
industries dependent on the exhaustible resomees of the pro- 
vince and have not save m the mattoi of sugai, developed 
othei industiies, not so dependent (See 7 iilnu and Chtssa 
Banking Committee Bepoil ) 

Though the managing agency system has done a great deal 
for the industrial development of the Bombay piOAince it has 
serious di aw backs In many cases managing agents, m addi- 
tion to managing theu mills, have tiaded and speculated and 
the consequent weakness of then position has leacted upon the 
finances of the mills because banks have recalled loans eA r en 
from sound industrial concerns OANing 1o the deterioration m 
the financial position ol the managing agents It is tine that 
m times of crises, they liaA'e inclined extensive losses as aiesnlt 
of financing the mills undci then contiol, but in many cases 
these loans haA T e been turned into debentures and the control 
has passed on to them in place oL lemaming Avith the share 
holdeis who have lost all then capital invested in industries 
The managing agenev system an oiks an ell in good times Avhen 
the managing agents mar themselves supply finance In bad 
times, lioAvevoi, the managing agents aie not able to cope Avith 
the financial requirements ot the industiies 

Mi Manu Subedai, m his Minute of Dissent to the Cential 
Banking Committee Report, summarises the disadvantages 
thus The svstem is old-fashioned and it has outlived its 
utility It is disadvantageous to the shareholders, an hose in- 
terests alAN ays come second to those of the managing agents 
It has uonv held the field m mdustiy to an alarming extent 
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Is ew industrial capital could be drawn and new concerns could 
be promoted with ease only through the great established firms 
of managing agents Outside of them they would have an 
uphill task This is not a healthy situation as it does not augur 
for extensive development of industry Managing agents 
have contracts with provision not only for long periods, but 
for their perpetual renewal and often the managing agents 
could not be got rid of, except when they resign Some of the 
contracts involve payments to them on purchase for the com- 
pany, and some on sales and some on both In some cases 
the managing agents get their commission on production 
without any reference to the condition of the company ” In 
this way a large portion of the profits of the concern are absorb- 
ed by tbe managing agents and the industry is made less attrac- 
tive to the investor Hence the system checks the flow of 
capital mto the industry They speculate on the stock 
exchanges m the shares of their own concerns and take advan- 
tage of a rise of prices “ to boom tlierr shares and unload them 
at top level, leaving the public to hold the baby ” In this 
■way they grv e to industry a bad name The managing agency 
contracts are sold, without any reference to shareholders and 
the shareholders, wlio have purchased the sliaics on the personal 
reputation and efficiency of some partners m the firms of manag- 
ing agents, find their investments in the hands of young and 
incompetent hands who may he completely unfit to carry on the 
work The managing interest often represents promoter’s 
charges which ought not to be a diag on tbe enterprise for ever 
It sometimes represents a capitalized goodwill which a new 
party purchases with the idea that he gets a full right to use 
the concern to Ins advantage w ithm the law With the passage 
of time, it is inevitable that under the system the concern 
should pass on into incapable hands and involve Indian 
industry mto bad times 

The Bombay Shareholders’ Association, m its memoianduni 
before tbe Tariff Board complained that the extraordinary 
pow ers conferred upon the managing agents turned them from 
managers into masters and that the supervision of the boaid 
had become a farce The gathering of personal mtexests around 
the orbit of mills mihtates against tbe attainment of internal 
economies and improvements m organization It was urged 
by tbe association that office allowances and commissions on 
production and sales should be abohslied and that the commis- 
sion on profits should be confined to business profits only and 
■should be charged on profits after providing foi depreciation 
Objection was also talun to tbe clause empowering tbe agents 
to obtain compensation m case of winding up ^References 
were made to cases wbeie managing agents required tbier 
companies to convert their rupee indebtedness into gold dollar 
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liabilities, thus involving tlie companies into an extra liability 
of about Us 85 lakhs on the basis of the prevailing rate of 
exchange Cases were mentioned to show how managing 
agents acting as selling agents had utihzed for then personal 
benefit the funds of their companies The managing agents 
do not refund to their mills commission or rebate on ins urance. 
(See Bombay Shareholders’ Association’s Memorandum pre- 
sented to the Tariff Board ) 

It is thus clear that attempts should be made to make 
industrial enteipnscs m India less dependent on the system 
for futuie development The foreign experts who collaborated 
with the Indian Banking Committee vnte “ The managing 
agency system is open to cntieism There ought to be stiff 
another financial agency to meet the requirements of industrial 
firms, »which would make industry less dependent on that 
institution A company with a proper board enjoying friend- 
ly sympathy and banking advice, ought to be m a position to 
manage its own affairs ” (See Enclosure IT on page 635, 
Genii al Banking Committee Bepoit ) 

The system of the tiansfer of control of industry by here- 
dity or by sale without the consent of the shareholders 
to parties not approved of by them must be put an end to by 
law and when the Indian Companies Act is revised, reforms 
should be made in this dnection Further, the managing 
agency contracts should be limited to a certain number of 
years and should be good during that period only Some 
restrictions will have to be placed on the existing agencies 
Speculation m the shares of the mills managed by the manag- 
ing agents will have to be stopped to promote the flow of 
capital into industry In paragraph 693 of their Report the 
Indian Banking Committee write “ We, accordingly, recom- 
mend that the Bank Act should prohibit the organization of 
a bank on the managing agency system and provide further 
that any arrangement made subsequently for conducting the 
management of a bank under such a system shall be void 
The object we have m view is to prevent long-term agency 
contracts being given to firms or individuals creating, so to 
say, a hereditary title to the agency ” 
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The Managing Agency System 

(Continued ) 

The working of tlic managing agency system with parti- 
cular reference to cotton mills has been examined in some 
detail by the Indian Tariff Boaid, 1932 The mam features of 
the system ’’ace been enumerated m their Report as below — 

(1) Pcnod of Ag) cement — In Bombay and Calcutta a 
managing agency agicernent is fixed for a spi cified initial penod 
at the end of which the discontinuance of the aeiecment is 
dependent on an extraoidinary icsolution of the companj 
to that efiect The usual period of the agreement vanes from 
30 to 40 years m Bombay and from 10 to 20 yeais m Calcutta 
In Ahnndabad the agreements ue not subject to any time 
limit and are generally described as being peimanent and non- 
-changeable 

(2) Payment to Agents — The payment consists of an 
office allouance fixed on a monthly basis and also of a commis- 
sion based generally on a certain percentage of the profit The 
office allowance is intended as a contribution b5 the constituent 
company towards the expenses meunod on its behalf at their 
head office by the managing agents In Bombay the allowance 
exceeds the actual out of pocket expenses and assumes parti- 
ally the form of an additional remuneration to the managing 
agents The profit on which commission is calculated is taken 
to mean gross profit befoie making provision foi depreciation 
There is no office allowance m Ahmedabad and the payment 
consists of a commission on sales and in some cases on produc- 
tion wluch may be fixed according to the option of the agent 
at a certain peicentage of the value or at a definite amount pei 
unit In Bombay the commission is subject to a certain 
minimum ranging from Rs G,000 to as much as Rs 1 20 000 
per year 

(3' Bubsuhai y Bo vices — The managing agent is entitled 
to woik for and contract uith the company in. respect of various 
services such as purchase of materials, the sale of finished goods, 
the insurance of building, plant and stock, etc , for which addi- 
tional remuneration is received by the agent 

(1) Conti ol by Duectors — The managing agent is subject 
to the supervision of the directors of the company in respect 
of the work of managing the company’s busmess The 
duties and obbgations of the managing agents are stated m 
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-detail in the agmment and the leMdu.d ponei is vested m the 
dnoctors In some eases the ic<-idual powci is fonfeired on the 
managing agent 

(5 Xonunnlwu of Dm tints In/ Managing Agents — The 
managing rgont lias the unlit to nominate one 01 two poisons 
fox appointment on the board of dneetois of the xompany 

(ti) Agent's Claim to Compnisation — The managing agent 
has the light, to conlnnu in oilue it the business of the company 
is tiansfeiTed during the pendemy of the agi cement to another 
pnty In case ol ntnsal he is entitled to claim compensation 
In case t unnpmv is wound up, the managing agent is entitled 
to claim eompetmiion on a scale equivalent, to the commission 
( arned by him dining the previous live vicar-, In many cases 
the managing agent is ilso entitled to compensation if the 
agenov is teiimnated by multi il agieemnC 

(7) Assignment of InOusts anti Finutions — In Bombay 
and Abmedabid tlu agt laments pi ovule that the managing 
agent mav assign to a thud paitj Ins interest or duties imdei 
the agi cement without t he sanction of the dneetois In some 
cases the agrenmnts piovule tint the managing agent can 
-assign it Ins will not only lus mtuest m < irnmgs hut, also the 
whole agi conn lit 

It is nocoss.iiv to point out that a descnplion of 
the managing agent v system basul on agnnnents and .u tides 
ot association does not necessanly loiiespond with the system 
as it r, found m mtual opeiation “and that, unless the account 
given above is qualified with leferenco to its actual working, 
the impiissioii conveyed may bi misleading Smco the prin- 
cipal mticisms dneited against the sv T stem lefei lathci 
to its aitinl working than to its technical features, it is to this 
aspect of the question that we desne mamlv to devote om atten- 
tion In doing so, it is nei t ssaiy tnst of alt to icfci to the func- 
tions pcifoimed b> 01 attributed to managing agents m the 
mdustiial economv ot Indii’ (Rtpotl of the Indian Tauff 
Boaul 1932, page SI ) 

buxcriOi-. 

It is saul that manigmg agents peifoim three mam func- 
tions fust B , the pioneenng of new mdustiial entei prises m the 
sense of prospecting, leseuch, etc, secontlly, the, provision of 
lurance and tinullj, theday-to day management of industries. 
■Regarding the lust function if, may be saul that leaving out 
a tew industries bi ought into existence by the Government, 
ncaily all big industrial enterprises owe then existence to the 
enterpnse of mmagmg agents The leading managing houses 
still maintain a tradition of healthy and cautious development 
of industries, which is one of the most important influences 
favounng the continuance of the managing agency system 
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m tins country Of course, every managing agent cannot 
claim the ability prudence or resources of the great business 
houses bj which the system was founded In the case of nearly 
all well established industries in the country, there is no longer 
any necessity for the services of a special agency for the work 
of pioneering and initial development The first of these func- 
tions has, therefore, little application to the well-established 
industries under the present circumstances 

The provision of finance is the principal service rendered 
by managing agents They lend money to mill companies 
under their control from their own resources and loans from 
banks are almost invariably secured on the signatures of manag- 
ing agents The lending banks require two signatures m con- 
nection with loans that they advance and tlus practice is so 
general as to necessitate the services of the managing agency 
system It is through the managing agent that the public 
deposit system has been very successful m Ahmedabad 
In several cases a considerable part of the share capital is held 
bv the managing agent himself “ It will be seen, therefore, 
that taking conditions as they are, m the great majority of 
cases the managing agent plays so important a part and holds 
so large a stake in the provision of finance that his presence 
must be regarded as indispensable to the industry ” l 

The conditions which are indispensable for the financing 
of the industry according to the managing agency system wall 
lose their force under tw o circumstances , firstly, if the bank- 
ing system of India is so re organized as to meet more adequa- 
tely the financial requirements of industries and secondly the 
State mav grant protection so that investment wall be more 
attractive than in the past In this connection the Eeport 
of the Tariff Board referred to above remarks that “ Both 
these arc for the present hypothetical conditions and their 
possible leaction on the usefulness of the managing agency 
sjstem it is impossible to forecast It has been suggested 
that if before a new company is allowed to be started, it is laid 
down as an obligatory condition that a reasonable proportion 
of capital against working expenses should be provided in the 
form of subscribed capital, the services of a managing agent 
will become of much less importance to a company This is 
undoubtedly so But the proposition assumes either that the 
necessary proportion of workms capital in addition to 
fixed capital can ordinarily be provided by means of share 
capital or that it is better to restrict industrial development 
than to permit the formation of more companies on the present 
lines Neither of these assumptions can be accepted as valid 


1 Report of the Tariff Boarrl regarding the grant ot protection to 
the cotton textile mdusti\, 1932, para 71 
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brink down lake ii'im otlnr mpnt-, of tin* in m igmg 
tmemi witnntlii muu< ot its tm.nu i d in alignments di ponds 
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Tin* pro tin* ot inttr mv-tmint of funds among <on<<nis 
imdor tin* sirm nmn mi mont h disids mt .minus Surplus 
funds or funds ru’-td on tin* uodit of ou< lompini ma\ bt> 
inif'did in otmr lomjiuiifs undri tin* otm 1 man tgmg agents 
Debt nturos isstn d In our loinpnn inn lx Pubsrubcd to en- 
tire! t, or maudi In otln t mmpums in tlx* smio group or in 
wltub ilu* managing agent h is an interest The Tariff Board 
condemn tins prutlut m tin followum woida — 

* Tin n is m our opinion little justifit it um for a pricing 
of tins kind Not mereh does it minis a serious unfairness to 
}*b ireltoldert* in tin (omcnif. whose funds tire thus truisferred 
but tlte practice often hmk to the peipi tuation of thoroughly 
insohmt mm nns v inch it would be to the mteiest of mnnng- 
in«r .i"< nts mil of the industry is a whole to lm\e Mosul down ’ 

The Tti in igmg iment is suhstanti illy mti rested in tlu* sbaift 
capital of tin company The piopoition of t ho total share 
cipital bild In Mimed diad agents is generally 10 to 50 pei 
rent in 11ns resput two goner il consuleiations are mvohed 
l irht, the lirger the holding of a m inngmg agent in the share 
eipital of tin* lotnpim, the i loser the identity of his mteiests 
nitli those of the company On tbo ot hoi li md, where the bulk 
of 1 1 io t apital IS held by the managing igeut, tbo lost of tbo 
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shareholders a k left -s'-itli liaidly a in cffectn e voice in tlie 
management of tlie company, the control of wlucli lemains en- 
tirely with the managing agent Under surli circumstances, 
if the management is m inefficient hands, the prcpondeiant 
holding of a managing agent may prove disastious foi the 
company because the voice of the shaieholdcrs is ineffective 
Where the managing agent lepicsents a high standard of ability 
and senst of responsibility, it mai make little difference to the 
company to what extent the managing agent is interested m 
the sh n re capital of the company 

The third function of the managing agene\ is associated 
with the day-todav management of the industry Much of 
the cuticism against the si stem refers to the mannci in which 
the cunent management of mills is carried on The mam 
aspect of the current management of mills which has come 
under criticism is the way in which managing agents have dis- 
charged then obligations m respect of various subsidiary 
sen ices undertaken by them It is an inevitable feature of tbe 
managing agency system that the agent may eontract for tlie 
performance on behalf of the company of such services as the 
purchase of materials and machinery the sale of finished goods, 
the insurance of fixed and liquid goods etc This may lead 
to a conflict of interest between the agent and the company 
which in practice may amount to the subordination of the 
interests of the company to those of tlie agent The manag- 
ing agent may have a financial mteiest m the supply , sales or 
insurance agency as the else may be The Taiilt Board ha\ e 
summarised these elefects as below — 

“ It is, however, a legitimate infeicnce that a situation m 
wlueli a managing agent is financially interested in sere ices 
performed by him for his company is one which may lead to 
urious abuse The abuse may occur in various directions 
In nurchasc of matemlb, store'- and machinery it may take 
the form of purchases at unreasonable times, m excessive quan- 
tities and without due regard to quabty, suitabibty and eom- 
paiatiee cost In sales of finished good*, where" the belling 
agent is required to guarantee the null against losses on out- 
standings, it may lead to slackness m enforcing the obliga- 
tion of the selling agent and consequent accumulation of out- 
standings In respect of insurance, it may prevent the mill 
fiom taking advantage of the low rates of premia which may 
prevail at times of intense competition among insurance com- 
panies and m eases where the managing agent is interested in 
a foreign insurance company, it may prevent the mill company 
from supporting Indian enterprise if it wishes to ’ (Para 75 
of the Beport ) 

The benefit of any discount, lebate or commission which 
the managing agent may receive on account of purchases, sales 
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■closei personal touch with the affairs of his mill The Tan 
Board m 192b-27 observed that that vas one reason vvl 
Ahmedabad had fared so much better than Bomb v\ Th 
point seems to be independent of the managing agency sjste 
as it may arise under mv system of management “ Bett 
lesults aie hhelv to be attained from close personal vttentu 
than fiom large-scale production oi man igcment and it 
significant that most of the irugnlarilics brought to onr noti 
have occurred in nulls included m large groujis ’ 

Regardmg the existing practice of transfeinng mteri 
m the managing agent j agreement the Tariff Boaid rccommci 
that this “should be subject to the ap proa al of the sharehol 
eis \o transfci of the agreement itself should be valid ant 
out the consent of the companj There is little justificatr 
for the pavmcnt of compensation to the managing agent on t 
aamtbng up of the compnna ’ (Recommendation 57, pa 
281 of the Report ) 

The mere fact that objectionable features are presc 
in an igi cement does not necessanlv mean that the svsto 
operates baffiv m that cise The J m5i Board jiunA out th 
agreements ire drafted ba lawyers who make evlraaaga 
provision for the safetv of their clients But the fact th 
abuses do exist cannot be controverted These abuses c 
best ho checked by the influence of the better m mogmg agei: 
themselves and of the Millowners,’ Associations, and by mere' 
ed co-operation between managing agents and associatio 
representative of the interests of investors 

the rnovfV^ 1 ' 1 ^ Board recommend that though m the last rese 
mg agencj sl ec tive means of checking the abuses of the mana 
those°eonceri| vs * em 1S oigamzed voluntary action on the part 
measuies Ts led it is necessary to supplement it by legislati 
managing agis^e nndulj, long periods for v\ Inch m many cas 
may rendci th\ ats are entitled to hold office unconditional 
the discharge r\ em Bee of control for all practical purposes 
contiol and sup\ f 11 ls duties the managing agent is subject to t 
lacks the sancti<v msion company directors, hut as this conti 
tivc m case of s\ m of removal from office, it may prove ineffe 
desirable in ordeitTious incompetence Legislation is, thereto! 
and supervision | to define the extent and nature of the eonti 
holdeis of the co\ to bo exercised by the directors and shai 
Impany over the managing agent 

The Tariff Bol 

-early date of a coil ar<i have emphasized the appointment at 
the Companv Lav Vumittce to report on the manner m vs hi 
of their recommeu\ should be amended The relevant porti 
v Inch is as below lotion may be quoted m this connecti 
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CHAPTER XI 


Financing of Foreign Trade 

Imh C& total import and evpoit tiade amounts to about 
Es 600 ci ores a year The bulk of this tiade is m the hands 
of non-Tnchan banks lilneh aie about 18 in number Two 
of these, Messrs Thomas Cook & Son and the American 
Expiess Company Incorporated deal mostly until tourist tiaffic 
and the Charteied Bank of India, Australia and China, the 
National Bank of India, the Mercantile Bank of India, the 
P and O Banking Corpoiation and the Eastern Bank have 
a consideiable poition of their business m India The remaining 
eleven are blanches or agencies of huge hanking corporitions 
doing a major poition of then business abroad Eight of these 
have their head offices in England three m Japan two in 
Holland two in the U S A one m Fiance one in Portugal 
and one m Holland 1 

The following table gives figures xelatmg to tbeir deposits 
and cash balances m India for a senes of vears 2 — 



Xo of 

Capital 
Resex v e 

Deposits 

C I'd! 

B dances 


Banks 

mid I lest 

in India 

m India 

191 > (Pit Avar Ycai) 

12 

£ 

(1,000) 

37.825 

£ 

(1,000) 

23,276 

£ 

(16,000) 
4 411 

1919 

11 

53,070 

35,769 

22,487 

1921 

13 

90,217 

56,103 

IS 881 

1921 

17 

111,632 

56,397 

17,075 

1922 

18 

112,221 

55,03S 

12 132 

1923 

18 

140,103 

51,332 

10 859 

1924 

IS 

130 464 

52 976 

12,273 

1923 

18 , 

138 311 

52,909 

7,062 

1926 

IS * 

148,003 

53 G58 

8,040 

1927 

IS 

180,919 

51,647 

0,098 

1928 

18 

187,923 

53,354 

6,012 


The financing of this foreign trade geneialh consists of 
two operations viz , (1) The financing from the Indian port to 
the foreign port oi v ice versa, and (2) the financing from or to 
the Indian port to oi fiom the up country distributing or col- 
lecting centie 


3 Central Banhinj Enquiry Committee Biport pp 310 and 311 
= Ibul , p 311 in 
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With iegnrd to the second opt ration, it tin financing 
fioni, or to tin Indian port to, or from tin* up unmtn distnbut- 
liur oi collecting untn tlu* prouss is ilifTt rent Flit <*\port 
trade or the mm tone nt of tin* prod me from Hi ulligc to t ho 
month is financed b\ ummdnrs, inoncj londtrs indigenous 
bmkcis incl co opuatiso soeirtie<. Tin' 1 input'll ft ink and 
tin* joint stock lnnks iKo help in tin enemy in x ill igt s, bet mse 
thes lend monos in nitmt/is igunst stock in the goilussnx of 
eoinnussioii tgents and exporting houses Tin* littei m tutu 
lend to ull igt piodmerh urninst iholaftois umtr.uts to tltltscr 
floods at subsetpient d ites Tin I'xthangc bulks t ike a direct 
jiait when the prodine is mosed from the tnandt to tin port 
in m midis the (\]iorteis tike delnen of the product through 
a Sluofj who fm. mts the pas mints mil "its a lomuussion of 
J to J ptr tent osoi the trmsaetion 'I he khioff is pud bj 
means of demand di ifts on the t xporter s tinn at the port and 
Mtrnul bs the him s ropiest ntatisi at tin* inland unities 
These drafts are pindnscd In the JmpernI I! ink, the indigo 
nthis bankers and the e\< bongo banks, inti the --hrojfy thus get 
monos to finance further transnetions The import tradi 
from the importing u litres to the distributing unties in India 
is generalh imam ul In tominission agents, kin off ■> and Intlun 
joint stoek banks Vt import ml centres like Amiitsar, (’awn- 
pore and Delhi ^ lie 1> P drifts ue nsualh paid on or before 
maturity In the unportus Thee get loins from the ext hnnge 
or joint stoek b inks igimst i margin of JO ptr tint of the 
saliie of the goods ji/tts all import charges and lias e to p n 
interest at the Imptrial Bank late 

The exchange bulks list) finance the imports of gold and 
sihu bullion The mijoiitj of the Botnbaj bullion import eas 
aie members of the Bombas Bullion Ext lunge, Limited 
These elealeis place orders duoeth or through the exchange 
banks As soon ns an uhieo is recoil ed fioin London oi New 
York of the purchase of bullion, an mgement is made with 
an exchange bank foi remittance In purchasing a bullion TT 
This contiacl between the bank and tlu* denier is made through 
certified brokers Tlu bank is instructed by the dealer whom 
to pay in London or IX ew York igimst complete shipping 
documents The bank instructs its igcnts to make the neces- 
sary payment As the bullion arrises m Bombay, the bank 
clears the consignment md stoics it in its stiong looms and 
the dealer lias to take delisei> witlun sexen days Interest at 
the Bank of England rate, subject 1o a minimum of t per cent 
pei annum, is payable from tlic elate of pasment in London oi 
New* York to the date of pajment m Bombnj 
LsArixm oi Imhaj, BamvS 

Indian joint-stock banks are not legally piohibited to take 
pait in the financing of foreign trade When the National 
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Bank of India was established it did take up the business Some 
of flic now defunct Indian joint stock banks have at one time or 
-another done this business and the instance of the Alliance 
Bank of Simla which failed m 1923 may be cited as an lllustia- 
tion Dunng its six yeais’ caieei the Tata Industual Bank 
also took up the foreign exchange business freely The mam 
reasons why Indian joint-stock banks do not undertake this 
profitable business are as follows — 

(1) The competition of well-established non-Indian 
exchange banks with huge leserves and capital 

(2) The absence of branches of Indian banks at impoitant 
financial centres m foreign countries w kick prevents them from 
taking paitm arbitrage and direct exchange business 

(3) The employment of Indian banks’ resources in 
internal tiade 

(4) It is difficult foi an Indian bank to establish a luanck 
m London, because the bank must have a veiy large capital 
to command ciedit in the London discount market, and it 
should be m a position to bear a loss of Rs 5,000 every month 
foi at least thiee years 4 It must have atiamed and reliable 
staff with knowledge of international exchange, and the floating 
resources of the bank should be laige enough to permit a big 
turn-over The bank can hardly expect to leceive in London 
local deposits or otliei business fiom the British public 
Besides the above difficulties, exchange banks m India have 
been so well established and so well piovided with funds 
through their Indian branches and the London discount market 
at cheap rates that it would be difficult for an outside insti- 
tution to compete with them Some of these difficulties are 
such that they cannot be removed even by the Government 

The Imperial Bank is prohibited by its charter to under- 
take the business of financing foreign trade apparently because 
it. holds Government balances and should not take up risky 
business 

Ruple Import Bills 

The bulk of both imports and exports is financed by means 
of sterling bills In case of exports, it is to the advantage of 
the Indian trader to draw bills on London so long as credits 
can be opened there and m this way have access to the discount 
facilities at the international financial centre In the case of 
imports, a very small part of the tiade is financed by bills which 
get the advantage of the London money market , because the 
import bills are mostly D P drafts Rupee bills should, theie- 
fore, be introduced m this connection The exchange banks’ 
representatives say that tins is a matter of settlement between 


4 Central Banking Committee Report, p 3 12 
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the exp or! ei and the importer and that the bulk of the import 
bills coming out are for relatively small amounts, and m their 
case the chances of creating a discount market are not great r 
It should be saul that the present time is veij opportune for 
insisting on i upee import bills being drarr n because the foreign 
manufacturers are very keen on disposing of their manufactur- 
ed goods m India 

The foreign experts pointed out m this connection that 
the improvement m the inland bill and money market was the 
pnmarv problem to be solved befoie progress to an appreciable 
extent could be expected in the 11st of rupee bills foi settling 
foreign transactions These bills will lie diawn in tlie currency 
of that countiy where the intei est rate was the lowest and the 
best discount facilities were piornlcd Both these conditions are 
wanting m India at present Under such circumstances, 
enforcing foreign exporters to draw rupee bills would hamper 
trade and industry by raising the cost of imported goods 

The foreign experts assumed that India s mipoit tie do 
was financed in the cheapest way but this assumption is 
unjustifiable Import bills are mostly GO days D P drafts on 
winch the Indian impoiter has to pay interest usual!} at G per 
cent from the date of the bill to the date of the arrival of the 
proceeds of the bill m London This rate is raised when the 
Bank of England rate is above 5 per cent It is thus clear that 
the rate paid by the Indian importer is not based on the open 
market rate of discount in London and so long as this state 
of affaus continues the natiual bill maikct £01 the import 
business of India is India and not England Further, the 
change hanks should change their method and accept the 
Is instead of purchasing them 

Accept us ce Credh 

As legaids the expoit trade, the system of bank acceptance 
credit should replace the cash ciedit system prevailing at pre- 
sent m India as the latter is inelastic and mteiest is charged 
generally on at least half the amount of the loan whether it i« 
fully taken advantage of or not Under an acceptance credit the 
exporter w ould draw on the bank for the amount of the ciedit 


0 This contention of the exchange banks that these bills are in 
veiv sm ill amounts and are of no use for a discount market cannot 
be conceded If the exchange b inks can lend as much as 30 crorts 
to Indians on then local advances, including advances against import 
bills m spite of the bills being m small amounts, surely a discount 
market, could do the same and if it w mted to bonow on them, it might 
rediscount them in pat cels to make up sufticientlj large amounts It 
is not, theiefore, the sue of the bills which stood m the wav of the 
creation of a discount market in India but the reluct ance of the banks 
to pari with the profits of the business’ ifr N It fearkoi’s Mtnute 
of Dxbsent, p 518 
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and tins ‘would make it, possible foi lmn drum" the life of these 
diafts to send the goods forward, chaw mg an export, diaft on 
Ins customer and oiler it tor sale to Ins bankei m liquidation 
of the obligation at the matunty of the rupee diaft to which 
the bankei has gnen Ins acceptance undei the ci edit Tins 
would considerably lighten the bmden on the expoitcr dining 
the penod Ins merchandise is stored ' This is what Ameiica 
did aftei the wai In Tndia acceptance credit is used only 
to a limited extent for the following masons — 

( a ) the piaclical non-existence of doemnents of title such 
as waieliouse warrants and lailway leeeipts in suitable form, 

(b) the efficiency of the cash cudit system, 

(c) the high stamii duty on bills, uid 

(d) the difficult v of mtioduung a suitable bill form toi 

the whole of India 


Exibrtv, FACvuaacs 

The Exchange Banks’ Association mfoimed the Cential 
Banking Committee that ‘ merchants aie at piesent able to 
obtain fiom the exchange hanks all the assistance they leqinre 
to finance llicii ovpoit and impoit trade piovided they arc o 
good reputation and possess means m reasonable piopor i 
to the trade that they do They fuithci said that no faohent 
business-man expci leneed any difficulty m obtimmg 1 ' 
only if he furnished the necessaij information m the to > rn h>l » 
balance-sheet, and a suggestion was made that Indian 
men should adopt the business-like piacticc of t 

legularly audited by a iccogmzed auditoi and a halaMO hwt 
m conect foim diaw n fiom tune to time the Ip 1 ’ 

0 Memoi inclum submitted to lndim Banking Committee In feu 

Basil BI ickett , , , rl= n ,„i p.olll and Loss \c 

7 This demand lelates to Balanc e Mi lie 

count ’ audited In auditors apptocerl l y < ° ^ (> n e hc\ e 

considei such a demand to be an ixtiao «ould be piepued 

that e\eiy lespectablo Indian customei 0 . t A a bout Ins tmanc lal 
to furnish the haul with full and 1 pliable n . Bnn1 ^stifled sueh 

position if Ins connection and u^uled as a tall older 

information being supplied , t fi c cus t omu to diselosc 

fiom a Bank, ad\ mem" a casual loan aski k staterncn t made bv 
his fullest position to it tU iKiec i seems much moie 

tlie cxpei Is that “ secrecy about biuines f. ic (, c f the m rtter 

cheushed m India than in other coun not j, emg eithei wilbng 
is that niuiagets of non-national banl s, 1stonurs tolv foi 

01 able to keep in touch wil 1 then o£ ti lM i Indi m msto 

1 sports about the standing and financi 1 a)£lPS i 1 ] vC . biokeis 

raecs on ortho* then subordinates of £J)p clcc iits descraed 

and lienee the ultia consciaatne estn , m ox tiaoiriinin demand 
bv Indian customei s , we feel tb oxe d auditors is, bv 

as that of having Inlaw e-sheets Midi change m the monopoly oi 
itself, sufficient to make out a ca , ofbissent io the Banl nut 

the finance of India’s fojugn Bade -Minute, oj 
Committee Report , pp *58^, *584 
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however, find tint the state of affairs is quite unsatisfactory" 
from the point of view of business and trade of India The- 
following are the grievances of the Indian traders against 
foreign exchange banks — 

(1) The Indian importers are compelled to do business 
only on D P terms and they seldom get D A terms which is 
attributed to unsatisfactory bank references given by the 
exchange banks although the latter deny this fact 

(2) In order to get. a confirmed letter of credit opened, 
even first class Indian importing firms have to make a deposit 
of 10 to 13 per cent of the value of goods with the exchange 
banks, while European houses m Calcutta are not required 
to make such deposits 

(3) Satisfactory bank references arc not supplied by the 
exchange banks to overseas merchants, though m the case of 
foreign merchants with considerably lower lesources, the banks 
of foreign countries supply very good references 

(4) The Indian merchants hare no opportunity of knowing 
under what rules the members of the Exchange Banks’ Associa- 
tion woik and that they are not consulted with icgard to altera- 
tions made therein from time to time 

(3) The exchange banks charge a penaltt for the late 
completion of exchange contracts The penaltj i" high and is 
capable of reduction 

(6) When a foreign exporter draws a hill on an Indian 
importer and the draft is with an exchange bank for collection, 
the Indian importei has to par the bank m rupeps at the bank’s 
selbng rate for demand drafts and he is not allowed to pav it 
eithei by the demand drafts of another exchange bank, which 
may he had at more favourable rates or bv Ins ow n cheque on. 
his London agent These banks do not accept demand drafts 
in payment, because they will not get in this wav any com- 
mission for bill collection 

(7) The exchange banks discriminate between Indian 
and foreign insurance companies and they are forcing Indian 
exporters to insure their goods with foreign insurance com- 
panies As a result of this attitude of the banks India has 
been paying annually insurance premiums to the extent of 
nearly Its 2 to Its 3 crores It is desirable that the Exchange 
BankA Association should lay down standards to which the 
to Indians oriompames should conform for obtaining the con- 
bilk, m spitohe exchange hanks and the names of those Indian 
ipdwcoumti dian eom I )ames which conform to such standards 
is not. thert’Pn^kshed whose policies must be accepted by all 
creation of a nnks without limit In this connection the majority 
to with tel Banking Committee write that “ the fact that no 
of Dissent, p 5 r incurred a loss on an Indian msurhnee policy we 



FINANCING OF FOREIGN TRADE 


323 


trust that tlxe establishment of more cordial relations between 
the exchange banks and Indian insurance companies may be 
speedily effected With this end m viev, i\e suggest that some 
understanding might be arrived at by the exchange banks m 
consultation until representatives of the Indian insurance 
companies similar to that between the Imperial Bank of India 
and these institutions ” s 


(8) At present when a (haft comes to an Indian importer 
through an exchange bank, the former meiely gets an informal 
note asking him to go to the bank and examine the documents 
although m the case of some European firms the facility of 
sending the documents to then offices is allowed The reason 
given by the exchange banks is that the party is not available 
until after six or seven lounds are made This may be true 
-with tegard to petty Indian merchants and dealers but ive 
doubt, however, uliethci it applies to big Indian merchants, for 
example, those in Clive Street, Calcutta, or m the Fort, 
Bombay ’ 

(9) Although the exchange banks participate in the piofits 
of our foreign tiade yet they do not employ Indians and do 
not make any provision for then tiammg ‘ We aie impiessed 
by the fact that though the exchange banks have been operat- 
ing m India for more than half a centuiy, they have not 
employed a single Indian in the supenor grade of then 
service ” It cannot be that these banks have not been able to 
find a single Indian competent to be entrusted with a superior 


post m tlieir business 

The majonty of the Banking Committee say that “ speak- 
ing fiom the point of new of trade alone, it may be ® ai ' ‘ 
the facilities available at present for financing India s fore ^ 
tiade, both impoit and export, aie sufficient Mr k B ^ 
and lus othei colleagues m then sepaiate Mivntcs of have 
do not accept tins contention and rightly pom cm ‘ „ 

adequate lesouices is one thing and to utilize tli P‘ ,,‘ r ; 
between Indian and European traders is quite ^nothei ^ th n^ 
These banks do not utilize then vast resour ^ 0Q 0 | 

equal facilities to Indian traders and the I * otliei 
■our share is due to the helpful advice and ‘ ‘ ‘ , ava q. 

assistance granted to non-Indians, which }l0 ^ v , discrimma- 

able to Indians to the same extent There » 
tion exercised by foreign exchange banks v i P Q ominittee 
themselves admit ted bcfoie the Indian c " 

6 Mr N B fiarkcr suggests 1 that ; 
ance business between Indian and xio * , the A^soeia- 

settled by a meeting of iepiesenHtnes thev c . mno t come to 

tion of Indian Insuiance Companies B arbitiate 

an agieement the Government mil have to step m 
Minute of Dissent, p 502 
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that through social intercourse tlioir European officials had 
more opportunities of obtaining intimate knowledge of the 
integrity and r( sources of foreign clients than that of Indians. 

The extent of a nation s paiticipation m foieign trade 
eh pends upon the facilities provided by the hanking system 
Japan made special progress timing the last 90 vears in this 
respect because of the special assistance provided by the Yoko- 
hama Specie Bank established m 1880 The share of the 
nationals of the Japanese foieigu tiadc increased from about 
one pei tent m 187 i to 69 6 per cent of exports and 86 6 pei 
cent of imports m 1922 “ The exchange banks finance our 
inland tiadc also on account of goods oi produce in tiansit 
prior to export oi immediately subsequent to imports and if 
they continue to fmanii this tiade they null prove a menace 
to the tie velopmcnt of n ition d banking These hanks are 
conducting their operations without a propei regard for om 
national interests ancl this has hindered the development of 
flit monetary orgmization of the country Tliev opposed the 
first Central Bank proposal of 1900 anti m 1901 tliev again 
opposed the proposal to allow the Presidency Banks to borrow 
in London to relieve monetary stringency m India and this 
continued up to 1920 w hen the Imperial Bank Act was passed 9 10 
' These art in brief the problems confronting us namely, first 
that the Indian exporters ancl importers ire seriously handi- 
capped by the step motherly treatment of the foreign banks , 
secondly, that our general economic development is being jeo- 
pardised by their present mode of operations and thirdly 
that these are matters m which oui nationals do not receive 
due encouragement The situation demands immediate inter- 
vention by the Government particularly as the foreign banks 
are now bolding a predominant position in the banking world 
of India 


'Re'Ujtauiox or thfif. Operviioxs 

(1) Reduction? pi o paced — The exchange hanks should 
confine themselves to port towns and mainly to foreign 
trade finance They should not open any new branches in 
the interior This is necessary for the development of existing 
Indian banks and for the successful vvoiking of new ones The 
exchange banks wall then utilize the services of Indian banks 
for their business m the interior which will strengthen the posi- 
tion of the latter 3Ir Sarkcr quotes m this connection the 
Proceedings of the International Conference on the Treatment 
of Eoieigners held in Pans in 1929 and savs that “ In the course 
of the discussion it was accepted that the light of international 


9 Prc?enl-Day Japan, p 136 quoted be ill Sarloi 

10 Minnie of JJtsient, bj Mi & -trier, p 557 
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commerce would not apply to the retail trade 01 hawking and 
peddling and that eveiy nation could leservo to its oaa n nationals 
these subsidiary tiades 

In this connection the practice of foieign exchange banks 
is also significant m otliei countries They aie confined to the 
chief financial centres like Pans and Berlin or to the poit towns 
as m Egypt, Australia, Brazil and Argentina The majonty 
of the Central Banking Committee do not accept this sugges- 
tion on the ground that this will imply disci nnmatioii and that 
it mil interfere Auth the facilities foi Indian tiade 


(2) Licensing of JPouign Banks — Foicign exchange banks 

should be lequned to take out licenses foi canymg on then 
business in India At piesent they aie not subject to any 
legal lestnetions m India and do not eyen publish then balance- 
sheets shoA\ing then Indian business «epaiatelv fioni then other 
business Some eontiol ovei them is necessarv on bioad national 
grounds to pi event them fiom exeicismg undue discrimination 
agamst Indian concerns Such pro\ lsions exist in the laivs ot 
foieign countries also In Japan the Finance Mmistei is author- 
ized to impose restrictions on the issue of licences to foreign banks 
The maionty of the Indian Banking Committee recommend 
in this connection that all non-Indian banks a\ ishing to do 
banking business in India should he lequucd to take out a 
licence fiom the Eeserve Bank a\ hen it is estabhshed am ia 
licences should be fieely granted to the existing exchange banks. 
These banks should furnish to the Eeseive Bank annual state- 
ments of their assets and liabilities and of then Indian and 
non-Indian business On the basis of icciprocitr some rather 
conditions might be included m the licence as is one J 
Bank of England Aiken it insists on two British si uatuies 
befoie lediseountmg commeicial papei Theie cannot, hoveA A 
he any question ot lecipiocity between foreign an ‘ 

banks Kecipxocity should imply gnc and av. P 1 V 

but aa e aie so heavily handicapped that ice cannot take any 
thing from others although a\c can | ive ‘ ‘ , 

A\e like It should also imply mutual mfiuenee v Inch is not 
possible for India Beciprocity should imp 1 , \ 

tage but no advantage can accrue to any Indian . bank in a 
foieign countxy m letmn foi foieign banks be < 
uncontrolled domination in India Ii c ‘ , fences 

gi anted to them, there aa ill hardh be any us , contain 

The licences should be foi a fixed period a u 

some conditions aaIucIi aviII make them i < , , India 

(3) Brtnrtion on then Deposits 

get deposits at Ioavci rate 0 than aie inrha These 

compete siath this money AVith national b* - in q lo . eil0US . 
restuctions Avail encomage joint-stock b, ° — 


- 1 Mmvtc of Pj'Staf be 3Ix batkei p 


500 
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■banks in India as they mil be able to get deposits for their 
business The majority of the Indian Banking Committee 
object to restrictions on deposits as it mil interfere mth the 
facilities for trade and mth the freedom of Indian depositors 
and iliey further say that if the indigenous banks requne to be 
protected against foreign exchange banks, it is because the 
formei lack experience and adequate reserves and that both 
these things mil take time to be acquired and that the pace 
cannot easily and safely be forced The majority also hold that 
there has practically been no change m the respective piopor- 
tions of banking deposits of the Imperial Bank of India, the 
Indian joint stock banks and the exchange banks during the last 
ten vears and that as compared with the pre-war year 1913, 
the diare of the exchange banks has not increased appreciably 
If the tendencj continues unchanged in future they do not 
think any necessity of restrictions on deposits of foreign banks 
They feai that such a course might initiate other countries 
m the matter of restnetions imposed by India on. foreign ex- 
change banks Mr Barker in his Minute of Dissent does not 
accept this contention of the majority that the deposits raised 
in India by foreign banks have been stationary He shows 
that the deposits of Indian banks have come down from 70 63 
crores m 1921 to a 5 16 crores in 1928, while exchange banks 
hav e been able to maintain their deposits very nearly, the figures 
being 85 73 croies and 82 33 ciores respectively He furtliei 
points to the increase in the deposits of the Allahabad Bank 
fr om 9j3"> lakhs m 1920 to 11 19 lakhs m 1928 as a sign of the 
movement, of the funds which mav become an inducement 
to tlar Indian banks m the future to get themselves amalga- 
mated mth the British banks 12 

He further points out to the unequal competition of the 
foreign banks with the indigenous institutions both m the port 
tow n-> and in the up-country centres where the foreign banks 
have branches and points to the fact that the foreign banks 
together with the Allahabad Bank have been able to gather 
nearly SO crores of deposits as against the same amount in the 
cise of tin Imperial Bank and 55 crores in that of the Indian 
banks He therefoie says, Our problem it, ho v to give the 
Indian banks a fair field for then development and extension 
by confining the foreign banks to their proper sphere m the 
poit towns and the measures proposed should be designed to 
accomplish this purpose ” 

' (4) Jtegisiiation of Exchange Bant s with Riqice Capital — 
Poreign banks should not be allowed to do business m India 
until thej register themselves with rupee capital and have an 
Indian directorate The majority of the Indian Banking 

12 Afnonty Report of Du Central Ran! mg Committee, p 238 
JIniuU of JOti “cut, l>v Mi Saihei, pp 534 535 
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Committee are against tins proposal because the access to the 
London money market will be lessened, the mpee companies 
will have to pay a high amount for good-will and the depositois 
will not have the security of the existing international resources 
of the exchange banks They observe, “ The real intention 
behind the proposal seems to be to provide m the near future 
that a majority of shares in the new institution should be held 
by Indians This is part of a laiger question, namely, how far 
restrictions can be placed on the lawful trading activities of non- 
Indians m India ” The Indian members in their Minutes of 
Dissent quote the cases of Spam, Eoumania Sweden, "Norway, 
France, Italy, Japan and America m support of these restnc- 
tions and thej also quote the recommendation of the Cunkffe 
Committee to the following effect — “ Several of our witnesses 
have called attention to the conditions undei which it is open 
to foreign banks to establish themselves m this country We 
suggest that this is a matter which should receive the eaily 
attention of His Majesty’s Government ’ 

(5) Tunning and Employment of Indians — The exchange 
banks should provide facilities of training and employment 
for Indians foi they get huge piofits from their Indian business 
The majonty have recommended a scheme of probationary 
assistants on the model of the Imperial Bank of India’s scheme 
This does not go far enough In Italy foreign banks can hardly 
appoint their own nationals as managers of local offices and m 
Turkey there is a provision that half the superior officers of 
foieign banks should be Tuiks The International Confeience 
on the Treatment of Foreigners also contemplated that one or 
two foreigners could be imported into a country as managers, 
etc , of foreign concerns Some such scheme should be adopted 
foi India and included m the teims of licence The appointment 
of staff should not be regaided as a right of shareholders only. 
Tlus question should not be left merely to the discretion of 
the foreign banks, but should be embodied m the teims of 
hcences which should be revoked foi failure of compliance of 
this condition 

It may be said that these suggestions may involve discri- 
mination * So long as the intention is not to discriminate as 
such against foreigners, but to set right the banking machin- 
ery of India, “ this cannot be called discrimination If the- 
indirect consequence us some discomfort to foreign interests 
then it must be regaided as unavoidable and mentable m the 
piocess of making up for some of the evil effects of the policy 
pursued m the past ” 

The Scheme or ah Imhav Bvchaage Baxk 

The financing of foreign tiade of India should not be left 
to be financed solely by foreign concerns Germany Japan, 
and othei countries took measures to increase the participation 
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of their hanks m foieign trade It is not, tlieiefoie, desnahlo 
that India should rely for all tune to conic on tlic facilities 
provided by foreign exchange banks for financing oui foreign 
trade The lnujoiity of the Indian Banking Committee liave 
recommended that Indian joint -stock banks should hist be 
enroimiged to open foieign connections useful to their clients 
and this was w hat yas done m Germany On the establish- 
ment of the Be serve Bank the Impenal Bank of India should 
be induced to take up the foreign exchange business subject to 
the foil on mg conditions — 

(!) 75 per cent of the three tors on the Local Boards and 

a majontv of those on the Central Board of the Imperial Bank 
should be Indians and (2) the Impenal Bank should not make 
any further lecruitment of non-Indians to its staff except m 
special eases ruth the consent and approval of the Finance 
Ifembu of the Government of India 

Tlu« device is open to many objections — Firstly the 
Imperial Bank is doing commercial banking business by provid- 
ing banking facilities within the counti y and it is not rlesirable 
to divert it from this business even in pait Secondly shares 
of the Bank aie mostly held by non-Indians and even if tlie 
condition of 75 p< r cent dneetorate being Indians is accepted, 
a major portion of the profits w ould go outside India Thirdly, 
usponsibk positions in the Bank aie occupied by non-Indians 
and even if fmtliei lecrmtnumt of non-Indians is stopped, 
it will be long befoie Indians will be able to replace tliun Just 
poaMbh the Impenal Bank may not agree to the conditions 
laid down In tlx mnjoritv 

If the attempts to seciue for Indians their legitimate shaie 
of foieign tiade finance m the ibove two ways are not successful, 
the majority of the Indian Banking Committee have recom- 
mended that a sepai ate Indian Exchange Bank should be est ib- 
hshtd after the Rtsuve Bank comes into existence with a 
capital of three eioies of mpeea m the hist instance two crores 
to be laiscd in the first yeai and anothci one cioie in the next 
two v ears 1 Tins capital could be increased when necessary 
The subscription should m the first instance he open to Inchan 
joint stock hanks, fading winch the Government should pur- 
chase the capital oi as much of it as is not taken up by the 
joint stock hanks The Government should nave a predomi- 
uitmg voice so long as it holds moie than 50 pei cent of the 
capital and further details an to be framed m consultation 
with the Reserve Bank 


12 UiiUm Onitnnza'ioii of Imhan Haul mo j> 2(>2 Be propo-er, 
a tipitil of It* 10 ctores which he savs misfiit. he i educed to cv en five 
cions if consnh led c\cc<-n\e Abo c eo Annexure A bv VIr barker 
Indian Hanking Coin in dire Report, p 571 
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Joint Banks 

The majority have also recommended a scheme of ‘ Joint 
Banks ’ involving co-operation between foreign and Indian 
banks Foreign trade implies two parties and it is necessary 
that no one paity should have a dominant voice m detei mining 
the conditions of finance and trade It is, therefore, suggested 
that joint-stock banks and foieign exchange banks should en- 
deavour to find some method of amalgamation which would 
involve co-operation m place of cut-throat competition and 
would avoid the criticism that only one party was dominating 
m the matter This matter is, of course, within the purview 
of the direetois and shareholders and no compulsion can he 
introduced 11 

It will be cleai from the above that if the existing facilities 
do not bring an increased share of foreign trade into the hands 
•of Indian banks, a foreign exchange bank — a purely Indian 
concern — is recommended to be brought into existence by the 
Majoi ity after the Reserve Bank has come into existence 

In the Minute of Dissent, the signatones propose that 
the State should immediately start an exchange bank with a 
■capital of three crores of rupees all to be taken up by the State 
This bank should be allowed to finance foreign trade like 
■any exchange bank now All remittance business of the State 
should be done by the new Exchange Bank pending the establish- 
ment of the Reseive Bank The staff appointed by the Bank 
should be Indian except that for a few years a non-national 
may be employed if the Finance Minister of the Government 
-so advises This bank can be cheeked from competing with 
Indian joint stock banks and it avjII be able to handle the 
•enormous liabilities of the Government of India abioad winch 
•annually amount to 40 croies of rupees With regard to the 
•argument that foreign exchange banks may put up a tough 
competition against the Bank, the members sav that this con- 
tingency operates with even greatei force against the successful 
woikmg of either the Imperial Bank or the Shaieholders’ Bank 
as proposed by the Majority They recommend this step foi 
foreign tiade alone because m other fields of banking there are 
no powerful vested interests as m that of the finance of foreign 
"trade which lender delay m taking remedial measures equally 


14 With regard, to this suggestion it must be remembeied that 
foieign countries hive their own hanks m India and they will not 
enter into the scheme unless some foim of compulsion is bi ought in 
because they will not have any additional advantage tlierebv in fact 
it will mean then practical exclusion from India Such a hank will 
leqmre a verv high amount of rupee capital and at least about 
Its 2 cioies will be leqmred for each such b ink from Indians ft is 
•extremely improbable that even four such banks will be adequately 
financed by Indians with regard to their shaie 
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detrimental to national interests They have therefore,, 
recommended the establishment of the State Exchange Bant 
even prior to the establishment of the Reserve Bank 

Export Credit Schemes 

In other countries Government takes a very active part 
in providing facilities for merchants engaged m foreign trade 
In England there are private organisations like the British 
Trade Indemnity Company working for a long time and doing 
useful service m protecting exporters and bankers against the 
loss due to the failure of foreign importers m pa\ mg their debts 
Yet the Government have initiated a number of Credit Export 
Schemes themselves These agencies help the exporters in financ- 
ing then shipments to those countries on which bills are not 
considered safe by private banks In Germany the Govern- 
ment is helping the pnvate companies by re-msnring the whole 
of the ‘ catastrophic risk ’ In France the French Rational 
Bank for foreign trade was started by the Government for 
enabling the exporters to obtain advances against their shipments 
by drawing bills on the Bank to be discounted m the open 
market In Japan, the Japanese Exchange Banks enjoy special 
credit facilities with the Bank of Japan in connection with 
purchases of export bills Tims foreign banks have practically 
been excluded from Japanese export trade 

The Government m India could create an Export Credit 
Board to guarantee the bills of Indian exporters on suitable- 
security These bills would then be eagerly sought for by the- 
exchange banks instead of being taken for collection as now and 
the Indian exporter would not have to wait for funds for a 
number of months This will also increase the participation 
of Indians in foreign trade to a very great extent 
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Bill Market 


It is generally accepted tliat from the point of view of 
•a discount market hills m India are scarce The Royal 
•Commission on Indian Cunency and Finance dealing with 
the piovision by which the currency authority in India is 
allowed by statute to issue currency notes up to a maximum 
of Rs 12 crores against internal bills of exchange, refer to 
the scarcity of such bills and irate that “this provision has had 
beneficial effects m piactice, but it is not m oni opimon 
incapable of development and improvement m connection 
with a reorganization of the bases of Indian currency Any 
•such provision depends for its proper operation on a plentiful 
supply of genuine trade bills But in India for a variety of 
reasons most of the internal trade is financed by a system 
-of cash credits or by the advance of money against demand 
promissory notes It has, therefore, been found difficult 
to secure an adequate volume of bills as cover against the 
seasonal increase 5,1 The Indian Banking Committee make 
the same complaint and they do not think that “this is due 
to a lack of knowledge on the part of people of the utility of 
this form of credit, or to an unwillingness to make use of it ” 
Refeience has been made by Dr L C Jam m his excellent 
work on Indigenous Banking m India to the use of Hundis 
as early as the 12 th century A D - 

The following table shows the investments of various 
banks m India for 1928 1 * 3 


Inabilities — 

Capital and Reserves 
Current and Deposit 
Accounts 
Assets — 

Investments 

Bills 

Advances 

Cash 


The Imperial 
Bank of India 
Bs m Lakhs 

10.85 

79,25 

19,04 

12,47 

51.85 
10,65 


Six Indian Joint- 
Stock Banks 
Bs m Lakhs 

6,66 

52,20 

20,06 

1,23 

33,42 

6,83 


1 Report of the Royal Commission on Indian Currency and Finance, 
p 9, para 18 

- Indigenous Banl my in India, bv Dr L C Jain, p ]0 

3 Report of the Indian Banking Committee, p 408, para 501 
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The table shows that a very large portion of assets i& 
locked up in investments It may be because banks in India 
have to maintain a relatively stronger liquid position than in 
Western countries or because the yield of the Government 
securities is more attractive than that of bills There are 
other reasons also for this state of affairs 

(1) Banks usually do not discount their bills vatli the 

Imperial Bank of India because if they do so their 
credit is likely to be adversely affected Redis- 
counting is regarded as a sign of weakness by the 
market Besides, these bills cannot find a ready 
sale m the market so that they cannot be converted 
into money very readily 

(2) Joint stock banks prefer loans on the security of 

Government paper to bills of exchange from the 
Imperial Bank The reason is that in some respects- 
the Bank competes with other commercial banks 
and the latter w ill not like to give away the secrets 
of then- bill portfolio to their rivals 

(3) The system of cash credits is advantageous both to 

the banker and to the borrower The lending 
banker can withdraw credit if the financial position 
of the borrower deteriorates and the borrower has 
to pay interest only on the amount taken advantage 
of by him This system stands m the way of the 
development of the bill habit m India 

(4) The Imperial Bank is prepared to discount bilis- 

approved by it, but it has not laid down any 
standards to guide the banks by which the latter 
can know whether a bill will come under tbe cate- 
gory of approved bills or not The joint-stock 
banks cannot, therefore, depend upon rediscount- 
ing facilities being extended to them and they do 
not, therefore, discount hills of higher amounts 
than their own resources allow them 

(5) It is also suggested that the Imperial Bank charges- 

the same rate for discounting bills from joint stock 
banks, shiojfs and merchants If special facilities 
are allowed to joint-stock banks, questions of pres- 
tige will not stand in their way and they will take 
to rediscounting with the Imperial Bank 
Suggestions rou Developing the Bill "Maeket in India 

(1) The Central Banking Committee recommend that 
when the Beseive Bank is established its published 
rate should be the minimum i ate >at which it is 
prepared to discount first class trade bills of member 
banks and the Bank should have full discretion. 
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•\vitli regard to rates for open market operations. 
“To stimulate the use of bills the Reserve Bank 
should use its discretion to charge a higher rate for 
demand loans against nuthoiis'ed securities and it 
mav timl it useful to hare a largei margin between 
these rates at the outset than will be necessary 
nftei the bill maihct lias developed Should the 
Reserve Bank find it necessarj to discount the 
paper of the public without hank endorsement, it 
should consider whether it should not in the fust 
few 3 cars at nm rate charge a higher rate of dis- 
count to the public than that charged to member 
banks and bankers ” 

(2) Discounting charges are high at present and if they 

could be lowered, the use of bills would be facilitated 
This happens when a person wants to discount a 
bill with a bank The latter will charge a higher 
commission if the hill is payable at a place where 
the discounting banker lias no branch and it will 
have to collect the bill through another banker 
The hanks m such eases should share the single 
commission between themsehes equally in place of 
charging double commission This can reduce dis- 
count rates 

(3) The Reserve Bank when it is established will be a 

bankcis’ bank and wall not compete with commencal 
banks m ordinary commercial banking business 
and its position in relation to joint-stock banks 
wall thus be ditTerent from their present position in 
relation to the Imperial Bank of India This will 
dispel the present prejudice on the part of joint- 
stock banks against discounting their bills with the 
Imperial Bank of India 

(1) The establishment of warehouses oi godowns m 
various parts of India would encourage the use of 
the hills because the finance hills would bo replaced 
liy documentary bills which would bo more popular 
with banks 

(5) The stamp duty at picsent on bills is 1^ pies per cent, 
winch works out at 0 annas per cent per annum 
as the bills arc usually payable at G1 days This 
is a very high late which discourages a greater 
use of bills The Royal Commission on Indian 
Currency and Finance had recommended the aboli- 
tion of stamp duty on bills of exchange and this 
recommendation has been endorsed by the Indian 
Banking Committee The latter Committee have 
fuithci suggested that it should be given effect to 
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within a period of five years to enable the Local 
Governments to make good the loss of revenue 
They have also recommended that as an initial step 
the stamp duty on all bills of exchange of Jess than 
one year’s usance should be reduced to two annas 
per one thousand rupees 

(6) Printed bill forms should be made available m post 

offices both in English and the local vernacular 

(7) Customs govermng Hundis should be standardized in 

various provinces so that their circulation may be 
promoted If necessary, legislation may be resorted 
to m achieving the object 

(8) The noting of dishonour and protest by recognized 

associations of bankers and shroffs should be 
validated to avoid trouble and expense to the owner 
of the instrument 


The finance of agricultural industry can be promoted by the 
use of bills It can be divided into finance required for grow- 
ing crops and that required after the crops have been gathered 
With regard to the latter it may be suggested that agriculturists 
may become members of co operative go down societies The 
latter may draw four months’ bills npon the owners of produce 
and the societies can discount such bills with central co-opera- 
tive banks and the latter m turn with other banks The owners 
of produce will get finance from the godown societies 

A suitable form of agricultural paper will take a long 
time to develop to finance the growing crops The borrower 
may not grow the crop or natural calamities may destroy the 
crops if they are grown Thus there does not seem to be any 
immediate prospect of the development of agricultural paper 
to finance the growing crops 

Indigenous bankers and co operative banks should 
co-operate to finance village bankers This can be done if 
indigenous bankers use commercial paper which is acceptable 
to the commercial banks Usance bills can thus be encouraged 
for the finance of village bankers by shroffs The absence of 
satisfactory documents of title will m the beginning prevent 
their use, but if the parties to the bills are worthy of credit, 
such bills will be discounted by banks in course of time 

There will be a difficulty regarding the financing of culti- 
vators by village bankers Bills with fixed dates of maturity 
will not be suitable in this connection because cultivators 
■can pay these bills after selling their produce and the sale 
of crops will depend upon the season , while the maturity of 
-the bills will be fixed Benewals of bills will thus be necessary 
"but the process will be expensive and disliked by discounters 
in such cases dates of maturity may be fixed with reference to 


CHAPTER Xm 
Investment Habit 

Ba>kt?g development depends very largely upon the 
growth of investment habit The latter in turn depends upon 
the. wpalth-producmg capacity of the people of a country and 
upon their will and their power to save Wealth production 
m India is very meagre and the natural resources of the country 
are not properly utilized as to augment the national dividend 
The agriculturists who constitute the bulk of the population of 
India hare little surplus even m normal times and those who 
have anj savings prefer to invest them in land and gold and 
silver ornaments The fall m the price of silver has robbed 
the cultivators of India of a great deal of their savings because 
the value of their silver hoards has fallen tremendously Most 
of them have parted with their silver hoards to pay off the 
land revenue, rent and interest on money in the present depres- 
sion as the real burden of these charges has increased immensely 
with the acute fall m prices, specially of agricultural commodi- 
ties The few wealthy agriculturists who may have a surplus 
prefer to invest in land or jev, ellery to investing it m mterest- 
beanng securities about which they know precious little The 
salaried middle class invest their savings m post office savings 
banks, postal cash certificates, etc The commercial com- 
munity prefers to invest its surplus funds m treasury bills or 
short-term deposits Share capital and debentures aTe also 
purchased bv people of this class and this was specially the 
case during the war period 

Investment in land appeals to Muhammadans also because 
the Koranic injunctions forbid interest Appreciation m 
capital value is not regarded as interest and, therefore, real 
estate is the only means of investment for the orthodox: section 
of the Muslim community 

Xext to land, jewellery is the most common type of 
investment for all classes of people m India This is a practice 
rooted in ancient custom and usage Hindu women are 
debarred from receiving any share of immovable property 
and, therefore, the giving of gold and silver ornaments to 
them as Stridhan at the time of marriage has become common 
Yanous economic and social causes m the past have influenced 
the investment of savings in the form of jewellery The lack 
of banking facilities m the early days, and the absence of suit- 
able means of investment ensuring safety and easy realizability 
of savings have promoted this habit 

With the introduction of the banking system and the 
spread of education, a reduction in expenditure on ornaments 
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and jewellery lias been discernible The Punjab Banking 
Committee confirm this view when they write that “ the 
immemorial custom of putting savings, and also a proportion 
of borrowings, into jewellery is beginning to weaken For 
the moment the change appears more marked than it leally 
is, since much of it is due to trade and agricultural depression. 
But below this strong surface current may be clearly discerned 
an undercurrent flowing m the same direction and generated 
by deeper and more permanent forces Amongst the latter 
are education, the rising standaid of living with its greater 
demand for money and wider facilities for investment ” x It 
will thus be seen that the preference for jewellery is nob 
permanent , but by means of education and sustained propa- 
ganda of banking habit, the prejudice in favour of jewellery 
can be removed gradually 

The prevalence of hoarding habit is a great impediment 
m the way of the development of banking habit m India 
India has been called “the sink of precious metals” and this 
impression is very strong both outside and inside India 
‘Hoarding’ is a term which is loosely used and no distinction 
is made by those who refer to it between the locking up of 
surpluses in gold or silver bullion 01 com and the industrial 
use of precious metals The views of committees and commis- 
sions of experts do not confirm the view that hoards m India 
are unduly large The following extract from the Report of 
the Babmgton Smith Committee of 1919 may be quoted on 
the point — 

“It has frequently been alleged that an undue proportion 
of the woild's gold supply is absoibed by India It must 
be remembered, however, that the population of India exceeds 
315 millions, and that the use of gold plays an important 
part m social ceremonies sanctioned by lehgion and tradition 
Presents of gold or silver ornaments are obbgatory at weddings 
and on othei ceremonial occasions and this custom is supported 
by the practical consideration that a woman, whether Hindu 
or Muslim, who possesses gold and silver ornaments, or coins 
converted into ornaments, is entitled to hold them as her 
personal property It has also always been the habit m India 
to use the precious metals as a store of value, and to hold 
savings m this form , nor, until banking and investment 
facilities have been extended, and the habit of usmg them has 
been acquired by the people of India, is it easy to see in what 
other form savings can be accumulated We do not, therefore, 
consider that the quantity of gold taken by India for all pur- 
poses m the period before the war was disproportionately 
laige m relation to her economic conditions, and it must be 
assumed that so long as existing conditions prevail, India will 


1 Punjab Banking Committee's Report , paia 226 
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■continue to require a considerable quantity of gold for the 
purposes named above 

The External Capital Committee of 1924 expressed a 
■different uieu when they wrote that India possessed a large 
amount of potential capital uhich was locked up m gold and 
jewellery, and they were of opinion that as the uet imports 
of gold and silver since 1913 amounted to 482 crores, it was 
enough to show that large resources n ere still being hoarded 3 
‘The Koval Commission on Indian Currency and Finance also 
held the same view and said that India s demand for gold 
was not confined to monetary uses, but gold n as largely used 
for purely social purposes Their recommendation for the 
introduction of savings certificates payable m gold was' designed 
to attract “stores of wealth, great in aggregate, and at present 
lying wastefully inert, to their nght function of meeting the 
needs of India for productive capital expenditure 4 

This question also came before the Gold Delegation of 
the Financial Committee of the League of Actions who m 
their interim report made the following reference to the ques- 
tion of the absorption of gold by India — 

“From time immemorial, the population of India has 
purchased very considerable quantities of gold During the 
war vears India was unable to satisfy her needs and she 
■consequently effected exceptionally heavy purchases about 
1924 In the last four or five years hov. ever, her demand 
has dropped back to between 80 and 90 million dollars per 
annum — a rate of consumption rather less than that of the 
last pre-war quinquennium We understand that attempts 
are being made to extend banking and investment habit m 
India, but we do not think it woufd be safe to anticipate any 
material reduction in the Indian demand for many years to 
■come 

The Finance Member m Ins Budget Statement which 
he juesented before the Legislative Assembly in February 1933 
remarked on the point as below — 

“I wish to remind the House that even though the 
amounts exported have been very large, the figures are still 
small in relation to India s resources From September 
1931 up to the end of December 1932 India had exported 
slightluf ovr II million ounces of gold As compared with 
f>“ s the imprts between Apnl 1926 and September 1931 
. xcec ded 15 n dhon ounces so that in spite of the enormous 

s l 3 > e P°0 of tne Miwinyton bmn/i Cuii.iruune, y iu 
4 vP 0 " of (he External CayAal Committee, para b 
1Q9« °f the Royal Comntts'-ion on Indian Currency and Finance, 

lv £\ p aras aiAd 

Report' °J the Gold Delegation of the Financial Committee 
J me league of Xt ihons, pp 13 and 14 
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amounts hitherto expoited, mo aTe not yet back to w here 
ire were m April 1326 I£ we go furtlicr, the results are stilL 
more striking The net imports from April 1922 to March 
1930 exceeded 28 million ounces, and this moans that India 
can go on exposing gold until the total quantities have risen 
to three times the amount of what lias alreadj been exported 
and still hare moro gold in hand than she had eleven years- 
ago ” r 

The mow of the Indian Ccntial Ranking Committee on 
the point is as below — 

“ Having examined the question m the light of the informa- 
tion available to us, despite the absence of complete and 
reliable statistical information, we see no justification for 
the widespread belief that India has absoibed and still absorbs 
an undue proportion of the world’s gold supply and that the 
accumulated treasure of centuries has been lying m hoards 
buried deep in the ground oi hidden in the houses of the 
people In the days when life and piopertv were not safe 
and when banking facilities were not available, hoarding was 
inevitable Social and economic conditions also influenced 
the predilection of the people for the precious metals 
Circumstances hare, however, altered materially during recent 
years and there is little cs idenco of hoarding of precious metals 
in these days apart from the use of ornaments 

The following table show's the value of unports and 
exports of gold to aud from India foi a number of years , 


Value of Import ? and Eipoit s of qohl coin and bullion for 
tacli quinquennium ( avciagc ) fiom 1900-01 lo 1921-25 and 
for each of the official ycais fiom 1925-20 to 1929-30 
{Lakhs of Rupees ) 


Net 






Imports 

Exports 

impotts— 






or exports i- 

Average for 

1900-01 

to 

190 1-05 

15,07 

8,84 

- 6,23 

It 

1905-06 

to 

1909-10 

17,50 

5,75 

-11,75 

J* 

1910-11 

fo 

1914-13 

29,92 

4,58 

-25,31 

?} 

1915-16 

to 

1919-20 

19,65 

6,23 

-13,42 

J? 

1920-21 

to 

1924-25 

36,45 

7,74 

-28,71 

1925-26 




35,23 

38 

-34,85 

1926-27 




19,50 

10 

-19,40 

1927-28 




18,13 

3 

-IS, 10 

1928-29 




21,22 

2 

-21,20 

1929-30 




14,23 

1 

-14,22 


0 Seo the Indian Bud jet Statement for 1912-33 Also my aiticle 
m The India To morrow, Wednesday, 21st June 1933 for further 
information and cuticism 

7 The Report of the Indian Bankmq Committer, p 437, para 038 
6 Report of the Controller of the Cuircncy, 1920-30, p 50 
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The table shows that since the year 1921-26 gold imports 
are declining and the yearly Beport of the Controller of the 
Currency for 1929-30 show s that “the net pm ate consump- 
tion of gold m India may be considered to have fallen from 
twenty-one crores in 1928-29 to sixteen and three-quarter 
-crores in the year under report The low prices realized bv 
India’s crops naturally reduced the surplus available for the 
purchase of the precious metals and later m the year the 
Tieavy fall m the price of silver increased to a certain extent 
the demand for it instead of gold The low rates of exchange 
which pievailed throughout the year also made the price 
sbghtlv dearer Apart, however, from these obnous factors, 
there does appear to be a steady deebne m India s tendency 
to import gold for pnvate use ” u 

Extension of Facilities for Investment 

Though the fact of the existence of large hoards m India 
mav be doubted, the necessity of developing deposit-banking 
in the country must be emphasized The remarks of the 
Indian Banking Committee in this connection deseive quota- 
tion They write, “We should like to emphasize the 
possibilities of developing deposit banking m this country 
The fen existing branches of joint-stock banks and co opera- 
tive institutions in the cities as well as m the mofussil have 
been successful m drawing out small savings of small people 
m urban as well as rural areas A good deal, however, yet 
remains to be accomplished The man m the remote intei lor 
has vet to be reached Slender savings of small men eveiy- 
wliere have yet to be garnered We have no doubt that if 
systematic propaganda for stimulating savings and cultivating 
the investment habit is earned on throughout the country 
and if the facilities for investment are extended, small men 
with savings would not be slow to respond Savings Associa- 
tions founded on the lines of similar associations m Great Britain 
anil undoubtedly be of great assistance in eairying out sys- 
tematic propaganda for the development of the investment 
Iiabit ” (Paragraph 612 of the Repo)t) 

Suggestions for Promoting Thrift 

(1) Post Office Savings Banks can promote thrift and 
investment habit to a much greater extent than has been 
the case so far Their principal object is to inculcate habits 
•of thrift among the working classes and the lower and middle 
sections of the people in India Labourers and artisans and 
the peasantry specially, have not developed the habit of 
depositing their savings m the Post Offices 


Report of the Controller of the Currency, 1920-40, paia 12 
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At present the limit of deposits and the total balance 
"that can be held by a single depositoi aie Rb 750 and Rs 5,000 
respectively The maximum balance that can be had to the 
accounts of minors is Rs 1,000 These limits can be raised 
to higher figures, say to 1,000, 10,000 and 2,000 respectively 

(2) Post Office Savings Ranks can open current accounts 
with or without intei est and can allow depositors to withdiaw 
money by cheques The Indian Banking Committee do not 
favour this pioposal, but they suggest that “ ersons having 
savings accounts should be allowed to operate on these accounts, 
and to make deposits by means of cheques, the proceeds of 
-cheques m the latter case being credited to the depositor’s 
account on collection The system may be first introduced, 
-as a tentative measure, m selected Post Offices and gradually 
extended as expenenee may justify Accounts may be allowed 
to be opened jointly m the names of two persons payable to 
either oi suivivor It would be a great convenience if the 
-depositor weie allowed to name a nominee to whom payment 
of the deposit should be made in the event of his death The 
piesent procedure necessitating an examination of the legal 
position of hens entails delays ” (Paragraph 640 of the 
Bepo) t ) Theie does not seem to be any reason why Post 
Offices should not open current accounts and allow withdrawals 
by cheques piovided cheque forms are available punted in 
local vernaculars The services of clerks having experience 
m banks may be availed of or the Imperial Rank may depute 
its own men on payment to work m the Post Offices and this 
•experiment may be tried in selected Post Offices and extended 
if it is found to work satisfactorily 

(3) Postal Cash Ceitificates can form another medium 
of the development of investment habit They have drawn 
out a considerable amount of savings of small people to whom 
they have proved attiactive Their populauty could be 
increased if a holder of them w ere allowed to nominate a reci- 
pient m case of death The maximum investment m them 
cannot exceed Rs 10,000 at present m the case of a person 
.and this limit can be considerably raised to advantage The 
provident fund of a large number of employees is deposited 
an Post Offices in the name of the employers and the limit of 
Rs 10,000 forbids any larger portion being invested in cash 
■certificates If an exception could be made in such cases, 
it would be of great advantage to employees Some people 
suggest the abolition of these certificates The yield on them 
as higher than on deposits in banks and, therefore, they compote 
with banks This view does not seem to be sound 

(4) Savings CaUficates payable m gold — The Royal 
■Commission on Indian Currency and Finance in 1926 recom- 
mended the issue of “ ‘on tap’ savings certificates, redeemable 
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Banks also can popularise tlie gilt-edged securities to 
•a greater extent tlian they do now by reducing tlien charges 
dor tlie purchase and sale of scrips, collection of interest, 
safe custody, etc They can also offer easy terms for the 
purchase of seeuiities in instalments as is done by the Impenal 
Bank of India to promote new floatations 

(6) Investment m industrial securities is made by a wide 
■circle of people All over the world there are people nho are 
not satisfied with a low yield and are prepared to take risks 
by investing money m share capital and debentures of concerns 
which offei the prospect of a higher yield than that of gilt- 
edged securities and m which the value of capital can also appre- 
ciate In noimal times no difficulty is experienced m finding 
cut capital for joint-stock concerns m India provided there 
are good prospects for the concerns , but tlieie is no regular in- 
vestment market m the country Investment banking institu- 
tions which can investigate into the possibihties of industrial 
concerns do not exist here The facihties of undei writing 
■shares and of marketing industrial securities are not very good 
m this countrv The promotion of such institutions ivill help 
m floating sound concerns and m marketing their securities 
and will also inspire pubbc confidence in such forms of invest- 
ment Theie aic stock exchange markets m Bombay, Calcutta 
and Madias which direct the flow of capital to industrial enter- 
prises by providing a market for the purchase and sale of 
vecogmzed scrips They do not exist m othei provinces 

(7) Insurance companies m every country are a good 
means of piomotmg thrift and saving and also of directing 
the investment of capital into industries In India, such 
concerns are non-Indian, and the question of investment of 
their funds is one of peculiar intei est from the point of view 
of developing the banking resouices of the country A large 
portion of then income is invested outside India and they 
should be compelled by legislation to invest a fixed poition of 
-their premia m approved Indian securities and to place 
an initial deposit with Government The Central Banking 
Committee recommend, “We consider it essential for the 
economic development of the covmtiy that all insurance 
companies doing business in it, whether Indian oi non- Indian, 
should, by a judicious investment of then funds, assist m the 
promotion of pubbc utihty undertakings and the finance of 
the trade and industry of the countiy generally We, theie- 
f ore, recommend that legislation may be undertaken to render it 
obligatory on all insurance companies, Indian as well as non- 
Indian, to lodge an initial deposit with Government and to 
invest, and keep invested, a fixed proportion of their premia 
iunds m approved Indian securities ” (Page 445 of the Report) 

(8) Many private and public employers have started 
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proaub nt fund bun iit« for the ir ( mploa* < s wlrn !i in- 1? 

«nn n- insurance compnuu * Ali po> ibb nuonTigemnit 
should In to promote * \ »n"-s from tin. ‘•ourn 

( 0 ) 11 k eheepu Iulnt should Ik* promoted imon" p< epic 
m "India Tie lbohtnm of the M m.j» dots on ehrejms dmf 
\tigust l f, 27 which »ji doin' m n-qmn e 1 « tin r> * onnm ml i- 
tmns of llit> l!dt<>n "I onng C'omniiK'inn hi* l*un r« sponsible 
for Hip growth of tin elu qiw h dot m tin* i onntra 1 !n Jrnlnn 
Bunkum f cmmuUoc wnte tn tin- eonmction, ‘Lwihm 1 i* 
forthcoming from ill diruUmi 1 - of *i MtliKlmtul 1111111*1' in 
the number of ihcqni** which dith jut, through tin < b >nmr 
Home-. ’Flu recent abolition of the stamp dnta on (heqtn> 
appears to haae contribute d muttrnlh ton more exbnMae 
u c f of the (Ik qn< not onla 111 tin J*n -.idem a tov n* md otlnr 
hi" (ommeruti untres hut d*o in tin* imifn«-il Hie io- 
opera 1 no banks abo ruordid 1 n*i m the number o* mw 
"(counts opined md the cheque n-ned In flu m linn r- 
howearr, still a lirgi portion of tin jmpn! itiou to v horn tin 
cheque m <d<*m is n masters it hm ut to iimbr-dind md 
appreciate the fneilita ntul the sieurita a cheque currnua 
Mfords both to th< dr.iK.tr md tin puce" (Pmjripb (>f> 1 
of the Ilcpnri ) 

11k llliteraca of th< pttiph stands m tlx aa i\ of tbeebae- 
lopment of the thnjiu hihit Ilei’noiu s\ st< in nt'co-xutnie* 
,111 dement an tdiu ition md .1 knoa* ledge of rt idmg and v. rit- 
mg \ single mom' on the cheque form ait) iti *, the cheque 
and as cheque forms are printed ami an required to be written 
in the r Irtish lingtugo st mds m the w.i. of am wide adoption 
of the elieque linlnl It i«, Hurt fort ten iiiu'w n j),at rheqm 
forms should bi punted in loial 1. rn leul ir-, abo -nil be side 
with English Other reentninend itions of tlie Ctnti il Bank 
in" Committee to promote tin hm* of the (he quo (.astern in the* 
countn max be quoted 111 1 rtfuw 1 Ik a write, "Gmmumit 
can assist matenalh m spri ading the eht que system m ruril 
are is by accepting Inch payment of land rcaenne ba cinque 
Surh p lament a .ire now, under eeitain tonditions icciptid 
at trcasuiirs which are manage d by the branches of the imperial 
Bin), of India Ven fcwi people are, howeaer, m a position 
to aa.nl thcniseh <•« of this faeihta The nuinhei of such 
branches is limited md they m* situated mosth ul district 
he idquarteis It is, theiefon, suggo-toel Ih it the facilities for 
payment of land reaenne by cltequc may be e\lendul to 
taluqa sub ire isunes and district treasuries We support 
tins suggestion It is also suggested that nil nulenul pay- 
ments should be made by Goa eminent ba cheque " (Para- 
graph 0>(>5 of the Jtipoil ) 

Local bodies can similarly encourage the use of cheques 
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The Indian Banians; Committee “ recommend that all munici- 
palities and other local bodies should bo asked to consider 
the feasibility of making and accepting payment by cheque 
on account of salaries to some of their employees and other 
items of receipts and disbursements ” 

Banks can encourage the use of cheques by giving adequate 
facilities foi prompt encashment over the countei 
Merchants and businessmen should also as far as possible use 
cheques in place of currency notes and rupees m the settle- 
ment of transactions and m moving crops m the countiy 
If the cheque habit widelv develops m these markets, banking 
habit will increase to a great extent uith small traders The 
circulation of cheques in the money market and the mobihty 
of the banking resources of the country depend largely on the 
facilities provided by banks for transfer of funds from place to 
place 

(10) Savings associations ought to be started m India 
to stimulate thrift and savings among the people Such associa- 
tions were started m England duiing the war to promote 
the issue of war loans and their activities have been continued 
m the post-war period on account of their success There 
is now a National Savings Committee m England, guiding a 
large number of National Savings Associations m the country 
These latter associations have been formed to help their 
members to invest m the National Savings Certificates Such 
organizations, if widely scattered in a countiy, have important 
educative effects and render immense service to the develop- 
ment of banking They encourage small savings by active 
propaganda and by providing means for the collection of such 
savings and by getting them invested m good securities The 
formation of such associations should be encouraged in this 
country 



CHAPTER XIV 


Regulation of Banking. 

Ranking institutions are entrusted with thensli re sources 
of tlic people md therefore thc\ exercise a im powerful 
influence upon then economic life Rmhing business 1 - of a 
quasi nubln nature and the interests of depositor upon 
whose contuli me the growth of banking depends, must be 
protected In lcgi'lition In some foiin or other ie->trictions 
ire imposed* upon b inking business m ill countries according 
to tluir requirements Some countries like the USA vnd 
Can ida hau S]iecial banking 1 iws , whereas others like Emil ind 
mil lnelia regulate their banking business In Companc Law In 
England matters not an c rc d by the. Comp in\ Law are go\ erneel 
by tradition anel convention which line grown up in course 
of time 

Position in Indi\ 

In India banking business is gov erned In Company Law 
Various nutters connected with the piomotion. audit bnlinct 
sheet, winding up etc of banks an regulated be the Indian 
Companies Act In certun respects, the Act differontntes 
between banking corporations and non banking concerns and 
some of its precisions apple special!} to banks 

tecction 1 of the Companies Act proe alts th it if the number 
of pirtncrs in a partner-hip business e\cecds t<n, they cinuol 
cany on banking business without, being registered as a 
company section 32 requires the prepantion of an annual 
list of members md its tiling with the Registrir ami Eorm E 
requires banking companies to show a list of all their places of 
banking business Section 132 proeielos tint the balance- 
sheet of a bank should conform to Form P as nearl} as po-siblo 
anil with regard to hook debts, secureel anil unsecured debts 
bare to be shown scparitcly mil the banks need not show 
the precision they make for bad incl doubtful debts Accord- 
ing to bcction 1 30 a limited banking company Ins to make a 
statement in Form G in the Third Schedule before commencing 
business and thereafter halt-yearlj The Government is 
empowered by Section 13S to appoint inspectors to examine 
the affairs of a banking company in case members holehng not 
less than one fifth of the shares issued apply for it The provi- 
sion in this respect for other concerns is ebffercnt Accorehng 
to Section 145 the auehtor should have access to the books of 
blanches outside Ineba of banking concerns and it is sufficient 
if access is allowed to extracts from books sent by tbo branch 
to the head office Section 239 requires a banking company 
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which Avas m existence on May 1, 1882, to inform account holders 
of its intention to register as a limited company at least 30 days 
before registration 

Tlieie is a good deal of truth m the statement that the 
Indian Companies Act touches only the fringe of the problem 
of banking legislation and there should be some legislative 
control OA r er the opeiations of those banking concerns vlnch 
do not come under the Indian Companies Act In 1913 the 
Government of India consulted the Local Governments on 
the point It was not intended to icgulate industrial banking 
but to regulate only such concerns as partnerships and 
individuals ayIucIi veie carrying on banking business on un- 
sound hncs The leplies leceived veie m favoui of legislation 
requmng that nistitutions calling themselves “banks” should 
be registered under the Indian Companies Act and that they 
should confine themselves to banking business only 

Commenting on the need for a special Bank Act foi India, 
the Indian Central Banking Committee write, “We are not m 
favour of elaborate banking regulations and restrictions deal- 
ing with matters winch had best be left to the discretion and 
sense of responsibility of the directorate and the management , 
such restriction is at times likely to do more harm than good 
and to hamper the activities of banks At the same time, 
Ave are of opinion that the existing provisions in the Indian 
Companies Act govermng banking companies aie inadequate 
Several important matters having a ratal bearing on questions 
such as the initial organization of banks, then efficient 
management and stability, provisions for supervision and 
examination and publication of accounts, the safety of share- 
holders and depositors and the development of banking generally 
on sound lmes remain to be provided foi We do not 
suggest that it is necessaiy to provide for all these matters 
by legislation Some can be met by suitable provisions in 
the Memorandum and Articles of Association of the different 
banking companies according to their respective requirements, 
subject to the approval of the Registrar of Joint-Stock Com- 
panies , some might be left to the conti ol of directois and the 
supervision of auditors , Avlule some ivould be ivitlnn tlie pur- 
view of the Reserve Bank when it is established Nevertheless, 
thoie will remain ceitam mattcis which, m our opinion, will 
have to be piovided for by legislation ,n 

The existing regulations can be amplified in tvo ways 
firstly, by a special Bank Act and secondly, by amending the 
Indian Companies Act m a suitable manner and cleaily the 
formei alternative is more desirable This new has been 
taken by the Indian Banking Committee also 

1 Report of the Indian Central Banking Committee , pp 450 and 
451, paia 671 
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■supply a means of ready reference and prompt decision, open 
io the hank eleik and public alike ” 2 

The Royal Commission on Indian Cimency and Finance, 
1926, suggested that “the teim ‘bank’ 01 ‘bankers’ should be 
interpreted as meaning every peison, fiim or company using 
m its description or title ‘bank’ or ‘banker’ or ‘banking’, and 
every company accepting deposits of money subject to with- 
drawal by cheque, draft 01 oidei ” 3 

The Commission did not think that indigenous ba nkin g 
should be covered under banking regulation without further 
consideration of the subject “What is really needed is a 
register of bankers without a hard and fast definition and we 
are of opinion that the situation in India as legaids indigenous 
baukeis will best be met by an airangement for the emolment 
of such baukeis as members of a recognized association ” 
{Rcpoit of ih c Indian Banking Committee, page 135, paragraph 
681 ) 

A Rankers’ Association should be foimed and the members 
of that association may add to their name the appellation 
■“Membei of the Rankers’ Association” which will give le cogni- 
tion to the members as bankers 

Licensing of Banks 

It was suggested before the Indian Ranking Committee 
-that all concerns carrying on banking business except Indian 
joint-stock banks and co-operative banks should take out 
a licence which would impose certain obligations on their 
working The Indian Ranking Committee do not favour 
dins suggestion as it would be unfan to the indigenous bankeis 
who now supply a good deal of finance in India They recom- 
mend that banks, Indian or foieign, wishing to do banking 
business m India should be required to take out a licence from 
the Reserve Rank when it is established This will give the 
Rank some control over the banks m India Licences should 
be freely granted to the existing bankers m India and it would 
be the duty of the Reserve Bank to see that the terms of licence 
are complied with 

The object of the proposal “is to ensure a systematic deve- 
lopment and extension of joint-stock banking and not to 
impede m any wav free competition Having regard to the 
present stage of literacy of the people, we consider it essential 
that a bank should be organized on certam recognized princi- 
ples of banking and that no institution calling itself a bank 
should start operations without obtaining a licence from the 


2 'Jaw of Banking’, bv &u John Paget, quoted b> the Indian Bank- 
ing Committee on pp 453 and 454 o£ then R’Port 

3 Report of the Roial Commission on Indian Currency and Finance, 
1920, para 102 



150 THE JEBIAE MONET MAJIKET 

Reserve Bank Having regard also to the present stage of 
development of hanking in the country, we consider it essential 
that there should he a policy of encouraging expansion of 
hanking in areas v here there is need for it and discourage the 
multiplication of banking institutions beyond the needs of 
business m particular localities We have no doubt that the 
Reserve Bank -would he willing to encourage the expansion of 
banking as much as possible and that its policy in granting 
bcences would be influenced solelj by the considerations of the 
economic interests of the country (Report of the Indian- 
Banking Committee, paragraph 6S3 ) The opening of a new 
branch by an existing bank should be subject to the permis- 
sion of the Reserve Bank 

The Act should further provide that any institution 
operating in India, barring foreign banks, should have a 
majority of directors who are Indians This is necessary 
to prevent the control and management of a service of national 
importance as banking passing into the hands of foreigners 
It vonld not be possible to follow a pobey in the interests of 
India unless non-nationals are prevented from having a pre- 
ponderating voice in the management of banks in India 3o 
new bank other than a foreign bank should operate m India 
unless the majority of its shareholders are Indians 4 

The combination of banking business with other activities 
should be prohibited because banking and trading cannot go 
on side by side successfully Many banking institutions 
failed in the past in India because they combined trading 
operations also with their banking activities and the case of 
the Alliance Bank of Simla can be cited on the point 

The Bank Act should specifically prohibit the organiza- 
tion of a bank on the managing agency system and subsequent 
arrangements for conducting the management of banks accord- 
ing to the system should be made null and void 

The Act should prescribe a minimum amount of capital 
for a banking company without winch it should not be able 
to commence operations There should also be some definite 
relationship between the authorized and subscribed capital 


4 Paragraphs 689 and 690 of the Indian Bant mg Committee’s 
Report Some of the members of the Indian Banking Committee did 
not agree with ,this a lew and held that no restrictions should be laid 
down bv lav oil the nghts of shareholder to choose their own directors 
and on the transference of shares and that these matters mav be pro 
vided for in the Articles of Association In this connection it mav be 
said that if provision of these matters m the Articles of Association is 
compulsory the effect is the same as if th" provision were made 
bv lav If it is not compulsory, Indian interests will not be served 
bv lack, of provisions m the Articles if no provis on is made there 
Legislative provision is, therefore, better than provision m the 
Articles of Association 
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and between the subscribed and paid-up capital In this 
-connection a very high minimum should not be fixed which 
may prevent the formation and growth of small banks m areas 
which are not seiied by banks at present In the existing 
stage of development of banking m the country a minimum 
capital of Rs 50,000 should bo sufficient A new bank should 
not be registered under the \ct unless it has a paid-up capital 
of Rs 50,000 The authorised capital of a bank should not 
“be more than double the subsciibed capital and the paid-up 
•capital should be at least 50 per cent of the subscribed capital 
before commencement of business At present the Indian 
Companies Act does not make provision m these lespects and 
the result is that concerns can start with a very high author- 
ised capital to mislead the public with regard to their 
■resources and paid-up capital is usually very small In 
1927, “six out of the sixteen banks that failed or went into 
liquidation had practically no paid-up capital ” These provi- 
sions of minimum capital should apply to concerns with limited 
liability only 

Registo of Membei? 

The Indian Companies Act provides that a register of 
members should be maintained and an annual list of members 
-prepared The new Act should provide for the maintenance 
of a separate index of the names of members of a banking 
company to facilitate ready leference and inspection by share- 
holders as is done under the English Companies Act 

The new Act should also provide that banks doing their 
business m India should keep a separate register of shares 
owned by non-nationals 

Rcgisl) ation of Transfer of Sim cs 
According to the Articles of Association, directors can 
generally refuse to register the transfer of shares without giving 
any reason Some witnesses suggested before the Indian 
Banking Committee that this power should be demed to the 
directors m case of fully paid-up shares or that they should be 
compelled to assign leasons for then refusal The Indian 
Banking Committee do not wish to restrict the discretion 
-of the Boaid of Directors, but suggest that this piovision can 
be inserted m the Articles of Association if the promoters or 
shareholders think it necessary to restrict the powers of directors 
with regard to registration of transfer of shares (Paragraph 
G99 of the Report ) 

The Articles of Association of banking companies prohibit 
n, member from being present at a meeting to exercise the 
power of votmg unless he has been m possession of shares 
for a certain period of time before the meeting Some people 
-t hink that the period should not exceed six weeks and that 
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the directors should be prevented from unduly putting off 
legislation of transfers to bring a shareholder within the 
purview of the clause The Indian Banking Committee in 
this connection write, “We are of opinion that it is for the 
company to provide m the Articles of Association the period 
during which a member should have held its shares before 
being entitled to take part m its proceedings In order, how- 
ever, to present unnecessaiy delay in the registration of 
transfers, wo recommend that there should be a provision 
in the Bank Act requiring the directors to decide within, two 
months of the date of presentation of transfer deeds to the 
bank whether the transfer shall be icgistered or not " (Para- 
graph 700 of the Indian Ban'll ng Committee's Repot ) 

Rcgistuitwn oj Moilgagcs and Chaigcs 

According to Section 109 of the Indian Companies Act 
particulars of chaiges and mortgages created by a bank on. 
its own assets have to be registered with the Registrar Such 
documents should also he registered with the Registrar of 
the province wheie the hank has branches to enable people 
who deal with the branches to have a better means of ascertain- 
ing the nature of such transactions which affect the credit of 
the bank and this suggestion has been endorsed by the Indian 
Banking Committee in Paragraph 701 of their Report 

If a hank acquires assets subject to a prior charge and if 
those assets are such that a mortgage on them would have 
been required to be registered according to Section 109 wath 
the Registrar in case such property were owned by the bank, 
the bank should get the particular of such prior charge 
registered It makes no difference whether the bank itself 
creates sucb a charge oi acquires assets subject to a prior 
charge This provision should be introduced m the Bank Act 
The recording of the satisfaction of a mortgage before the 
Registrar under the present law is not compulsory This 
should be made compulsory 

(2) Majtage'ue'st 
JPtovinon of Reserves 

The soundness, stability and reputation of a hank depend 
upon the allocation of a portion of its profits to the building 
up of strong reserve funds which may be utilized in times of 
need In. various countries, banks are compelled by law to 
allocate a certain portion of their pi o fits to reserves before 
distribution of dividends to shareholders In America under 
the Rational Bank Act every bank has to allocate 10 per cent 
of its net profits to reserve until the latter reaches 20 per cent 
of the capital The Bank Act of Canada lays down that the 
rate of dividend cannot exceed S per cent per annum until 
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lhe reserve fund is equal to at le ut 30 per cent of the paid-up 
-capital In .lapan the \ot of 1*127 provides that no dividends 
can be decimal until one-tenth of tlio profits is appropriated 
to reserve fund In India ilso something should be done m 
this cornua t ion The Imh.m B inking Commit too suite, “We 
cannot too strongly emphiM/e the fut that the find essential 
of a banking -istein is sound management and that ir tint 
is w anting, no legtslitm provision for stiengthoniug its 
reserves or its Innnnil position genoially Mould be of much 
mad In mom, homier, of the fut tint banking in this 
fountri is }ct m it 1 ' infant \ ve ruommonil tlmt time siiouhl 
be no (list nbuf ion of dnnhnd in am le.n until a bank has 
set aside, for hem" t ikon to the resono fund, an amount equal 
to at least 21 pt r (.out of its paid up tapital and that tins 
restriction should be in operation until the losirve fund equals 
the paid up capital (Page l<r» paiagraph 701 of the Jtcpoit ) 

There is also 1 very eteit neeessitv for the formation of 
secret names which cm In utihml to rmet unfoieseen losses 
without tout him: the resene fund disclosed m the balance- 
sheet The minimum pn unhid hj law* is re "aided as the 
maximum foi safetv b\ hanks and tbit is the reason "why 
the legislature pent mil} sin inks from loguhii/mg by law 
matt 01s Mich as these, therein inking off the shoulders of the 
management tin ir responsibility m rog lrd t lit 1 et 0 ” Considera- 
tions of sound maimrunont requne that mauagers of hanks 
should not remain sat nth d with the dictation of the minimum 
amount provided bj law to lie earned to the losene fund 
They should add to tin resene fund adequate amount aftei 
reviewing the position from yen to seat 

] osilion ugauhng Cash llc^rna 

Cash lesones of an adequite amount should he kept 
by hanks to insure sohenev and to present a 11m on them 
bj the depositors Demand liabilities must be pi omptlv 
met othciwiso solvency might he endangered America is 
the onl} count! y where minimum rescue lequnemcnts for 
eomniereial banka have been laid down by legisivtion blatu- 
torv provision on the matt ex is not necessary because tlio 
statutory minimum may he lcgaxded as the mavimum bv 
the authorities of the hanks and legal jcquuements can also 
be evaded in many wap The question of mter-i elation of 
reserves, deposits and loans and the maintenance of adequate 
fluid resources to meet the dny-lo daj leqmrcmeuts and to 
meet time liabilities are matters which have got to be left to 
the disci etion of the dneclois of banking institutions On 
the estabbshment of the Kescrve Bank, the member hanks 
will he requued to keep a deposit of a certain percentage 
of their time and demand liabilities with the Bank in addition 
to their till money This will bo a very great nnpiovemont 
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on the exiting position regarding the maintenance of cash 
reserves and it will also cue the nceessnrv molality to the 
cash resources of various b mbs 

Regulation of T omii 

Prudent banking requires * sound pohej regarding loans 
Many suggestions ean he made to aihieve this object The tot al 
clean advances made by a b ink or advances against immov able 
propertv should not exceed its pud up capital There should 
be i limit to the advances printed to m individual -without 
security More than a certain amount should not be lent to 
an individual or a business concern and the limit should be 
absolute Tins is to ensure, a wide distribution of risks 
These matters cannot, of course be subjected to hard and fast 
rules and should therefore be “ left to the discretion of the 
mmagement and the control of the Board of Directors ” 

I oans should not be made on the security of its own stock 
bj a bank Such loans can lead to abuses which have proved 
disastrous in India and other countries as well Xo bank 
should be allowed to commence busme«x untit it lias collected 
a certain amount of capital The Articles of Association 
should prohibit the granting of loans bj a bank on its own 
stock Loans to directors, managers and members of the 
staff of a bank should also be similarly limited and provisions 
to this effect should be made in the Articles of Association 
Advances to auditors or to firnw of auditor-, winch audit 
the accounts of a bank should not be granted by the bank 
The Indian Banking Committee arc v cry emphatic on tins point 
when they write, “Vi e arc therefore, of opinion that as a matter 
of public policy advances to an auditor or a member of a firm 
of auditors of a bank, either jointly with other persons or 
severally, on short or long term, with or without security, 
should be prohibited If any person after being appointed 
an auditor of a bank becomes indebted to it Ins office should 
thereupon become vacant ” (Paragraph 711 of the Report ) 

, Restrictions on Bonoirmg Poicers 
The directors should not be allowed to borrow unlimited 
amounts on behalf of the banks and there should be some 
relationship between the paid-up capital and borro wanes of 
banks Provision to this effect must be made in the Articles 
of Association but there should be a statutory provision 
prohibiting the mortgaging of the uncalled capital of a bank 
as it is the security of a bank’s creditors 

The directors and other paid servants of banks who 
are also shareholders in the banking concerns should not be- 
allowed to hold proxies for the purpose of voting on behalf 
of any other shareholder , bnt their own rights as shareholders. 
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should not ho taken aw ay from them Articles of Association 
should make suitable provisions on fhe point 

Individual shareholders should not bo allowed to have a 
verv large number of voles as to acquire a verv great control 
of the concern into their hands The Indian Banking Com- 
mittee recommend that the matter should be left to be mcoi- 
porated m the Articles of Association , but there docs not 
seem to be any icason win it should not be provided for by 
law' 

The chan man is usually the sole judge of the validity of 
the votes tendered at the poll and the Articles usually proi ido 
•that objections to the \ ability of the rotes tendered at a 
meeting should be raised at the time of the poll This is rather 
a hardship because shaieholders maj not come to know the 
mvaliditj of votes tendered at the time of the poll and, 
therefore, the Articles should provide that objections can he 
raised later on also 

Audit and Inspection 

Accoidmg to Section 141 of the Indian Companies Act, 
no peison can be appointed as an auditoi of a companj other 
-than a private company unless he holds a certificate from the 
local Government empowering him to act as an auditor 
The Governor-Gcneial m Council can, by a notification 111 the 
Gazette of India , declare that members of an institute 01 asso- 
ciation shall be entitled to be appointed and to act as auditors 
The appointment of auditors rests with the shareholders, but 
"the management lias considerable influence with legard to 
then appointment or leappomtment The Indian Banking 
Committee have not lecominciided any change because the 
powers of shareholders under the present law aic unfettered 
They recommend that ‘thcie should be a specific piovision 
of the law rendering officers or auditors of a bank liable foi 
omission to state matenal facts m their loports and 111 the 
presentation of the accounts of a bank ” Section 2 S 2 of tho 
Indian Companies Act makes an auditoi liable to fine and 
punishment for making deliberately false statements m tho 
Toports It is the usual piactico that the Ai tides lelieye 
dneetors and auditors from liability foi negligence m the 
discharge of tlieir duties 

The sliaicholdeis bhould have full discretion over the 
payment made to the auditors by way of remuneration or by 
-way of any addition to their remuneration for doing accountancy 
woik, etc 

According to Section I 3 S of the Indian Companies Act 
shareholders of a bank holding one-fifth of the shares issued 
can apply to tho local Government for investigation by 
inspectors The proportion may bo reduced to one-tent h as 
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it is very high, hut the Indian Banking Committee are not 
m favour of anv change m this respect, because credit institu- 
tions should be protected against any proceedings which, 
may shake the confidence of the public 

Balance-sheets of banks should give more information 
than is the case at present Form F of the balance-sheet 
prescribed bv the Indian Companies Act is not considered 
comprehensive enough Even those who understand accounts 
cannot gauge the actual position of the assets and liabilities of 
a bank m many cases People, therefore, hesitate to rely 
upon balance sheets of banking institutions More detailed 
information should be given regarding book-debts, loans 
to directors and officers and investments 

Loans granted by a bank to a limited company whose 
directors are also the directors of the lending bank should 
be shown separately Further, loans granted to a limited, 
company m which any of the directors of the lending bank 
are members of the firm of managing agents of the borrowing - 
company should also be shown separately Loans granted 
by a bank to its directors, manager and secretary including - 
the sums repaid by them during the currency of a financial 
year should be separately stated in the balance-sheet ancL 
should not be shown m one heading only 

At present banks are not required to show their invest- 
ments at either cost or market value and the result is that 
investments are shown in some cases at a valuation which 
mav be neither the cost nor the market value The foreign 
experts who collaborated with the Indian Banking Committee 
were of opinion that the valuation should be at cost or 
market price whichever is the lover If this suggestion were 
accepted banks could not build up secret reserves because 
they will be prevented from showing the valuation at a figure 
even lower than the cost or market price The Indian Banking 
Committee m this connection write, “We are, therefore of 
opinion that m order not to take away such option from them, 
the prescribed basis of valuation of securities should be that 
the valuation should not be m excess of cost or market price 
whichever is the lower ” (Paragraph 729 of the Report ) 

The following is the form of balance-sheet which may 
be adopted m place of the existing one 5 — 


5 Report of the Central Ranking Committee, pages 474, 475 




Balance Sheft as at 
Es a i» Es 

CAPITAL AND LIABILITIES 
Capital — 

Authorized Capital shares of 

Es each 

Issued Capital shares of 

Es each 


Subscribed Capital shares of 

Es each 


Amount called up at Bs per share 
Less — Calls unpaid 


Add — Forfeited shaies (amount paid- 
up! 


Loans on Mortgage or Mortgage Debenture 
Bonds 
Ef serve 

(Details of separate funds, if any, 
may be given ) 

Liabilities — 

Current and Savings Bank Deposits 
Fixed Deposits 

Debts due to B inks, Agents, etc , fully 
secured against securities per coniru 
Debts due to Banks, Agents, etc , 
unsecured 
Bills Payable 
Sundry Creditors 
Unclaimed Dividends 


Acceptances for Customers per contra 
Bills tor Collection being Bills 
Receivable per contra 
Profit and I o«s — 

Balance as per pievious Balance Sheet 
Less — Appropriation thereof 


Balance bioughl forward 
Profit since last Balance sheet 



CHAPTER XV 


Law and Practice of Negotiable Instruments 

Cheques, bills of exchange, promissory notes and E-undis 
may be called negotiable instruments which are used in 
business In India cheques and Thindik are used m facilitating 
the settlement of transactions These documents possess certain 
characteristics w Inch entitle them to be called negotiable 
instruments 

A negotiable instrument possesses two characteristics 
firstly, rights in it are transferred from the transferor to the 
transferee by endorsement and delivery or by delivery alone 
Secondly, in. some cases the transferee can get a better title 
than that of the transferor When the transferee is a “holder 
indue course”, his title is perfectly safe even though the title 
of the transferor may be defective and he can sue the drawee 
for payment in his ow a name Any instrument which possesses 
these two characteristics is called a negotiable instrument 
These instruments are, therefore, called negotiable instru- 
ments If A has a cheque with him and ones some money to 
B, he can discharge his debt by handing over that cheque to 
B This means that the right of A m the cheque to demand 
payment from the drawee is passed on to B to whom the 
cheque has been transferred , but it js the exact right of A 
that is transferred and B’s title cannot he said to he better 
than that of A But B is a holder in due course v lien he 
obtains a bill or an instrument for value, complete and regular 
on the face of it, on 01 before the due date of payment and 
without knowledge of the defect in the title of the transferor 
if the tiansferor’s title is actually defective If A has stolen 
a bill of exchange and passed it on to B for which B has paid 
an adequate value to A and there is no irregularity on its face, 
t e , payee’s name, etc , is not erased, B can he a holder m due 
course Pm t her, B must not know' that A stole that bill of 

exchanged for if he knows this fact, he cannot get a better 
title than That of A Therefore, even if the title of the trans- 
feror is defective, the tiansferee, m order to be a holder in due 
course, must jbe absolutely innocent of the defect in the title 
of the transferor, otherwise he will not he a holder in. due 
course This applies to the defect m the title of the immediate 
previous transferor only If there is a defect in the title of 
any transferor previous to the immediate transferor, the title 
of the transferee is not affected thereby unless the transferee 
was himself a party to the fraud A transfers a bill of exchange 
to B which he had stolen and B is an innocent party B 
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transfers it to C who is awaie of the defect m the title of A , 
then 0 will he a holder m due com sc unless he was a party 
to the fraud committed hy A A holder must not only ho 
Tionest hut must act with due diligence and caution, i c if 
he takes up a hill wanting in an\ material particular, lie 
cannot, acquire a good title to it 

The privilege of a holder in due course is that his title 
to the instrument is peifectly good and he is entitled to get 
payment in Ins own name even if some other poison is claiming 
such a right of getting the payment of the instrument 

Cheches 

When a poison opens a cuncnt account with a hank, 
lie has to sign Ins name m an autogiaph book ol the hank and 
as supplied with a cheque book, fiee of charge, containing 
a numbei of cheques varying fiom about 20 to 300 Money 
is drawn fiom the bank through a cheque It may be quite 
m older to write an older on a piece of papei to the hanker ask- 
ing him to pay the money to a certain peison , hut to maintain 
umfoimity and security against fraud, hanks make payments 
only thiough cheques 

Srrcmci, or Cheque 


So 2 \ 08507 Iso 2A 08507 

JDalcd 15lh Xov , 1933 The lotli Noi'cmbc) , 3933 


In fato\u of 


Imperial Bamc or Im>ia, 
Cvw afore Brvach 


Mi Bam Kumar Pay to 31 1 B vu Kumar. oi order 

liupcct Tno handled and fifty only 

Bs 250-0-0 

Bui Kkishn \ Bs 250-0-0 Sm Krishna 


The above is the specimen of a cheque The right hand 
•oblong portion is the cheque form which is filled in by the 
draw ei, the customer of the hank It is torn ofi at the per- 
foiated end and handed over to the creditor or the payee m 
whose favour it is drawn The drawei must sign his name 
at the right hand bottom corner in the same style and spellings 
with which he has signed m the mtograph book of the hank 
If the signatures of the diawer on the cheque form do not agree 
with those in the autograph hook m spellings or stjle, the 
banker will not pay the cheque 

The left hand portion is called counteifoil and remains 
in the cheque hook It contains all the information with 
regard to a cheque issued to a person and. can prov ide details 
■of parlicul us if the cheque form is lost 
C 
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It is through a cheque that the customer can withdraw 
money from his current account m the bank A cheque is, 
therefore, an order upon a certain banker asking him to pay 
on demand, a certain sum of money to, 01 to the order of a 
certain person, or to the bearei of the instrument There 
is no condition attached to this order Its main characteristics 
thus are — 

(1) It is an order without any condition 

(2) It is drav, n upon a certain banker 

(3) The banker has always to pay it on demand 

(4) It is payable to a certain person or to his nominee or 

to the hearer of the instrument 

The person who diaws the cheque, ? c , the customer of 
the hank is called ‘drawer' and he must sign his name on Hie 
right hand bottom comer The bank upon whom the cheque 
is drawn is known as ‘drawee’ and the person to ahom it is 
made payable is known as the ‘payee’ Sometimes the drawer 
makes the cheque payable to “self ’ a hen he wants to withdraw 
money from the bank for himself 

Thu Drawing of a Cheque 

All cheque forms together with counterfoils are numbered 
and the name of the bank together with that of the branch 
with whom the drawer has an account is printed m bold letters 
There is a space left for inserting the date The draaer musk 
be very careful m filhng m a cheque form 

(1) It must bear tlie date on which it is drawn If the 
date of a subsequent or following day is put m, tlie cheque 
is post-dated and will not be paid by the bank till the date 
mentioned therein An anti-dated cheque i e , one bearing 
a date previous to the date on a hich it is drawn will be paid 
by the banker unless it is six months old, alien it is known 
as a stale cheque and will not be paid by the bank 

(2) The person to ahom the cheque is made payable 
is known as the payee His name must be written legibly 
m the body of the cheque and should not be erased , because 
the least irregularity will compel the banker to refuse payment. 

(3) The amount must he written both m a ords and m figures 
to avoid mistakes The writer should not leave any room 
for changing the amount by a subsequent party to the cheque, 
otherwise he will be responsible for the loss if the bank pays it 
m good faith The amount in a ords and figures should be the 
same, otherwise the bank will refuse payment 

(4) The drawer should be careful m signing his name 
at the right hand bottom corner and this must correspond to 
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Ins signature m the autograph book of the bank, failing which 
the bank Mill refuse payment 

( 3 ) The counterfoil must be filled m before the cheque 
form is torn off and handed oiei to the payee If a, number 
of cheque fonns are to be written at. one tame, the counterfoil 
of eierT cheque foim must be filled m beforo writing a subse- 
quent cheque form to ensure caution and avoid mistakes 

From the point of mom of negotiability 01 transferability, 
a cheque may be an Oidei Cheque 01 a Bearer Cheque 

A Bearei Cheque can be transferred by the payee without 
Ins endorsement or Ins signaluie on the back tlieieof It 
may be delivered to the transfeiee with the intention of 
transfenng the rights in it The banks m practice lequire 
the last holder of a bearer cheque to sign his name on tho 
back although it is not necessary according to the Indian 
Negotiable Instruments Act 

An Oidei Cheque should be endorsed befoie it can be 
transfen ed The rights m it will not lie transferred to tho 
transferee unless the payee ox the transferor of the < hequo 
as the ease may be endorses it Both endoiscment. and deln cry 
are necessaiy in this case to make the title of tho transferee 
-safe A cheque not bearing the words ‘or bearer’ or ‘or oidei’ 
anil be treated ns an Order Cheque 

It is the drawer only who can stnkc out the word ‘ordei’ 
and a\rite the word ‘beat or’ in its place and this alteration 
requnos to he signed by lmn 

Crossed Carpm/s 

A ciossed cheque is one on the face of which two transveise 
parallel hues aie draw n auth or a\ it liout, certain avoids in them 
whose effect is that the pajment of the cheque can be made 
by tlie drawee bankei to some other bankei and the payee 
-01 the holder cannot get cash ou the counter of the diaaveo 
banker 

A cheque may he crossed generally or specially In case 
of a General Crossing two transaerse parallel lines acioss the 
face of the cheque are draavn and ceitam w ords as Co ’ 
may he wntlen The effect is that payment of such a cheque 
-can be obtained tluough a bank only and tho payee or the 
lioldei cannot get payment in cash on the countei of tho bank 
If lie does not have a hanking account, he must hand it over 
to a friend who has a bank account He can get cash 
from las fuend and the latter will send the cheque to his bank 
where Ins account will be ci edited with the amount of tho 
cheque Examples of a general ciossmg aie as below' — 
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Special Ciosting — When inside the two transverse parallel 
lines across the face of a cheque, the name of a particular 
banker is written, it is known as .Special Crossing The effect 
of such a crossing is that the cheque can lie paid by the 
drawee bank only to the banker whose name has been 
mentioned inside the crossing The holder cannot get payment 
through any and every bank, but onlj through the bank 
named in the crossing bucli a crossing is done at the instance 
of the payee 

The advantage of crossing a cheque is that it becomes, 
safer than an open or uncrossed cheque A specially crossed 
cheque is better than a generally crossed cheque from the 
point of view of safetj , because its payment can be made only 
through the bank named therein Even if it is lost by the 
payee, he does not stand to lose anything because the diawee 
bank will not pav it except through the bank named in the 
crossing 

A cheque can be crossed by the drawee or by any sub- 
sequent paity and similarly a general crossing can be turned, 
into a special crossing If a cheque has been crossed by 
mistake, it can be opened by the drawer only, and not by 
any othei party, by writing the w ords ‘pay cash’ within the 
crossing This requires the initials of the drawer Cheques 
sent through post should alw ays be crossed to avoid loss 

A banker should not disregard a crossing and if he docs 
so and makes the payment to a wrong person, lie will be 
personally responsible for the loss 

Not Negotiable — At times, the words ‘Sot Negotiable' 
are written inside the general or the special crossing as the 
case may be They cannot be wntten on an open or uncrossed 
cheque The effect of these words is that the transferee, t o , 
the person to whom the cheque is transferred cannot acquire 
a better right m the cheque than is the case with the transferor 
If the transferor has a safe and good title, the transferee for 
value can also have a safe and good title, but if the former 
has a defective title, the latter cannot have a better one. 
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These words do not prevent the tiansfcrability of a cheque 
winch can ho transferred without any difficulty, hut the 
transferee cannot get a hotter right They do not impede- 
transferahility, hut impede negotiability, i e , the tiansferor 
cannot transfci a bettei right, hut can transfer only his title, 
defective or good as it is In the absence of these words la 
the crossing of a cheque, a person who receives a cheque m 
good faith, for pioper value and m a pioper form can acquire 
a good title e\en if the title of the transferor is not good 

The words “Account Payee only” imply a direction to 
the collecting bankci that he should credit the account of 
the payee, with the amount of the cheque and should not pay 
cash for it at the counter 

A stale cheque is that which has become six months old 
and v ill not he paid by the drawee banker without being 
refened to the drawer 

A mutilated cheque is that which is torn into pieces, but 
pasted afterwards and if it is presented to the bank, its 
payment will be lefused 

A marked cheque is one which has been signed by the 
draivee banker It means that on the date of its presentment 
for the drawee banker’s signature, there arc sufficient funds 
m tho account of the drawer to meet it 

Endorsements 

In case of ordei cheques, bills of exchange and promissory 
notes, the transferee can acquil e property only wdien they 
have been endorsed by the transferor or the payee Endorse- 
ment means that the payee should sign his name on tho back 
of tho instrument m ordei to enable the transferee to acquire 
title m that insliument The person who signs lus name 
on the back of the instrument is known as the endorsei and 
the person to whom it is transferred is known as tho endorsee. 

The payee must sign his name exactly as it has been spelt 
by the drawei m the cheque form If the spellings as written 
by the drawer aie different from what tho payee usually writes,, 
the latter should fust put down the incorrect spellings as given, 
by the drawei and beneath them he can if he so hires write 
his name m the usual way 

Kinds or Endorsements 

(1) Blank endorsement or general endorsement is one- 
wheie tho payee or the endorser simply writes lus own name 
on the hack of the cheque and does not write the name of the 
transferee Of course date should he put down Tho effect- 
of this endorsement is that in future the cheque becomes pay- 
able to hearer, % e , the transferee while transferring it to- 
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somebody else need not himself endorse it After a blank 
endorsement an ordei cheque is treated as a ‘bearer cheque’ 

(2) Special endorsement or endorsement in full is one 
arliere the endorser specifies the name of the endorsee m addi- 
tion to waiting lus own name on the bick of the instrument 
as follows — 

Pay to Mr Ram Ear ai> Lal or older, 

Ram Pi; awash 
13-10-33 

If Ram Xaram Lal transfers it to a creditor or wants to get 
payment from the bank lie will Ime to make his own endorse- 
ment These tw o forms of endorsement arc a cry common 

(3) Restrictive Endorsement is one wlncli restricts the 
rurtlier negotiation of the instrument If the endorser adds 
the word ‘only’ after the name of the endorsee, the endorse- 
ment becomes restrictive as below — 

Pay to Mr Ram Earaln Law onh i 
Ram Pr awash 
3-10-33 

(4) Sans Recourse Endoisement is one where the endorser 
d.oes not want to incur a contingent liabihfy if the instrument 
is dishonoured on presentment" Endorsement implies a con- 
tract between the endorser and the endorsee and all subsequent 
parties whereby the endorsee must present an instrument for 
payment on the due date and the endorser engages to make 
payment if it is refused by the drawee m due course Where 
the endorser does not want to incur this contingent liabibty, 
he can place a sans iccoutsc udorsement as below — 

Saws Recoursi Ram Eauain Lae, 

8 co clary, 

The Muslim Bool Shop 

A cheque must be presented for p ivrnent upon the drawee 
“banker by the holder personally or through a bank within a 
reasonable time He will run the risk of losing Ins claim 
against the drawer if he causes undue delay and if m the 
meantime the bank becomes insolvent The holder wall then 
become an ordinary creditor of the bank This wall be the 
case only if the drawer bad sufficient funds to bis credit to 
meet the cheque 

Conditions under which Pa a .me at will be Refused 

The drawee hanker wall refuse payment of the cheque 
on presentment m the following cases and the cheque will 
"then be said to bare been dishonoured by the bank — 
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(3) When the customer or the draper countermands- 
payment, i c , asks the banker not to pay the cheque 

(2) When the customer becomes insolvent and the banker 

comes to know of it 

(3) When the drawer dies or becomes insane and the 

bankei comes to know of it m time 

(4) When a Garnishee Order is served on the banker by 

a law court A Garnishee Order is an order served 
by the court upon the banker asking him not to 
touch the bank balance of the judgment-debtor 

(5) When the drawer has not sufficient funds to meet 

the cheque m his banking account In such cases 
the banker will write I/f or n/f, meaning insufficient 
funds 

(6) Mutilated cheques and cheques having some irregular- 

ity on their face will also be dishonoured 

Bills of Exchange 

A bill of exchange is an instrument in writing, containing- 
an unconditional order, signed by the makei , directing a certain 
person to pay a certain sum of money only to, or to the order 
of, a certain person or to the bearer of the instrument 

It is the creditor who draws the bill of exchange and 
directs the debtor to pay a certain sum of money either to 
self or to somebody else There are three parties to a bill 
of exchange, the drawer, the drawee and the payee The 
drawer is the person who writes out the instrument, i e , the 
creditor or the seller Drawee is the party upon whom the 
bill of exchange is drawn and who is directed to make pay- 
ment according to the teims mentioned m the instrument* 
Payee is the person in whose favour the instrument is drawn 
and he is the creditor of the drawer 

It is the seller of goods who draws a bill of exchange upon 
the buyer and the latter pays cash after the goods purchased 
have been sold m the market The drawer can keep the bill 
till maturity, get it discounted or pass it on to a creditor m 
payment of debt 

There are two lands of bills of exchange, inland and foreign 
Inland bills of exchange are those which aie drawn and made- 
payable m the same country, i c , wdien the drawer and the 
drawee reside in British India, the bill is known as an inland- 
bill Attention must be paid to the following points m draw- 
ing an inland bill — 

1 It must be correctly dated because m some cases the 
date of maturity is calculated from the date on which the 
bill is drawn 
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2 The period of payment must be clearly stated in the 
"bill It is known as the tenor or the term of the bill A bill 
may be payable so many months affcoi sight or date or so many 
days after sight or date Month will alw ays mean a calendar 
month for the purpose of calculating the (late of pavment In 
case of a bill payable after sight, the date of payment will be 
calculated from the date on which the bill is accepted and m 
the other from the date on winch it is drawn 

3 Amount must be mentioned both in figures and m 
words It must be m bgiues m the left hand top corner and 
m words in the body of the hill 

1 The name of the payee should bo specified in the both 
of the bill and the name and addiess of the drawee m the left 
hand bottom corner The drawer should sign Ins name m the 
right hand bottom corner 

5 It should be properly stamped Bills of exchange 
payable on demand lequire only an anna stamp , whereas 
those payable at days or months after date or sight lequire 
stamps according to value 

6 At the end of the body of the bill it is usual to add the 
words ‘value received’ which means that the drawee has 
received some equivalent value for if 


Form: or av Jklakd Bill 


Es 300-0-0 


Bombay, 

The loth Bccembo, 1933 


one anna 


On Demand, Pay to Our Ordlr the sum of 
Rupee’s Thice bundled only , lahic icccncd 


Mr Raw Peas ah, 

15, Kalbadevi Koad, 

Pooka Poi A B S. Co, Ltd , 

E James, 

Dirccioi 

If the bill is payable otherw ise than on demand, the assent 
■of tbe drawee to pay it on the due date must be obtained 
This ho does by writing something on the face of the instrument 
which indicates that he is willing to pay it according to the 
terms and conditions mentioned by the draw er therein Tins 
assent of the drawee is known as acceptance 

Acceptance may be general or quahfied In the former 
case tbe drawer agrees to pay tbe instrument as it is drawn 
without attaching any conditions from Ins side as m the case 
given below — 
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Accepted payable at the Imp a ml BanI of India, 
Cawnpore Bi anch 
Bam Prasad 
20th Decemhe) 1033 

Qualified acceptance is one where the drawee is willing: 
to pay it subject to certain conditions He may accept it 
to pay when Ins goods have been sold , he may make it payable 
at a certain place and there only , he may agiee to pay it for 
Bs 200-0-0 only, though it may he drawn for a higher sum or 
he may extend the time of payment 

It may be negotiated before being accepted by the drawer 
and the holder is not bound to accept the ‘‘qualified acceptance ’ 
He can treat it as dishonoured and inform the parties prior 
to him of this fact , but if he accepts such an acceptance with- 
out the consent of the previous parties, they will all be relieved 
of their engagements to pay the amount of the bill to him in 
ease of dislionoui The drawee can retain the bill for twenty- 
four horns when it is presented to him for acceptance 

Foreign bills of exchange are those that are drawn m one 
countiy and made payable m, oi drawn upon a person resident 
m some other country These bills are geneially drawn in 
sets of two or three Each copy is numbered and has a refer- 
ence to others and all the three are sent by different mads. 
Such bills aie stamped twice 

Form op a Foreign Bill of Exchange 

Parker Street, 

£53-6-0 London , the 15 th November , 1933. 

Ninety days after sight of this first of exchange 
9 d (second and third of the same tenor and date un- 
paid) pay to the Allahabad Bank, Ltd , the sum 
of fifty-five pounds and six shillings, value received 
l Foi A B & Co , Ltd , 

i To H Andrews 

d Messrs Kapoor & Co , Manage 

| Meston Road, 

) Gannpore, India 

/ Foreign bills of exchange are usually accompanied by 

documents, e g , bill of lading, insurance policy, invoice and 
j letter of hypothecation They are sent through hanks and 

the hanker does not give the documents to the drauee before 
, ! the latter has accepted or paid the bill as the ease may he. 

Without getting the documents and assigmng them m favour 
of the shipping company, the buyer m the importing country 
i cannot get delivery of goods These hills are known as 

j documentary drafts 

> Every bill of exchange should be presented foi payment 

* to the diawee m due time and m the usual business hours. 
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on dun mil then is no nun -sit; of fritting thi in accepted 
Pot v or v I on to a Bvnk Dr sit 

No 4/ NO 

cinitiTiirn sunk oi inui \istu\li\ \mi china 
Exchange for £1 000 Compare, W Drermter, lot? 

On demand pv\ tins Src <>m> of lArmact (Putt bung 
unpaid) to the order of S P Bitarow E<-q , the Finn of 
One Tnotstan Pot Mfs Sth ling, -value received 

To 

W Bvftfk, Esq lor Tut Chai.ti pi i> Bvmc oi Jmiia 
Agent At stk vu a ami China 

•OnArTEttro B vnk oi India, C Jones Agent 

Atsxr alia and Chtw W Beovvn, /mS-Accoiinfonf 
0104 41, Beaver Street, 

London 



LA I! ANT) PRWTICE OP NEGOTIABLE INSTRUMENTS 171 


Form or a i\ Imam) Bamc Dratt 


No 2/13 

\LTiAHABAD b vxk, limited 

Cattnpotc, 29(7; Match, 1933 

On demand pay to Prof K L Govll, M A , the sum of 
1 rupees Two Hundred only 


To Foi The Allahabad Bamc, Limited. 

S Joins, Esq , T James, Agent 

Agent, E Badri, Accountant. 

All vriATiAo Balk Ltd , 

Madius 

Ilundvt are like bills of evelnnge and aie very widely 
used by the traders m Bombay, Calcutta Delhi, Cawnpore, 
etc They are governed by customs and usages prevailing 
in the mercantile community and m some cases they are also 
governed by the Indian Negotiable Instruments Act They 
aie drawn m Munch a m Northern India They are either 
payable on demand or after sight In the former case they are 
called Datshant Hunch's and in the latter jUiti IJunch s 

A promissoiy note is an instrument in writing containing 
an unconditional undertaking signed by the mnkei, to pay a 
certain sum of money only to, oi to the order of, a certain 
person, or to the bearer of the instalment It is not the same 
as a bank note or a currency note It does not need accept- 
ance and there arc only two parties to it, the maker or the 
draw or and the payee who is the creditor of the drawer 



CHAPTER XVT 

Defects of the Indian Money Market 

Tim Indian money market is not as efficiently organized 
as the money markets of Western countries There is no 
■central co-ordinating agency m the Indian banking system 
The Imperial Bank of India does not act as a true bankers’ 
Bank Osnng to the special privileges enjoyed by it, the 
joint -stock banks legard it as an nnfaiT Ti\al Foreign 
exchange banks also arc regarded with suspicion by the 
joint stock banks on account of their large resources and 
ability to attract funds at loner lates Their penctr ition into 
inland business, both at the polls and m the interior, is regarded 
as an encroachment by Indian joint-stock banks The primary 
credit eo operative societies do not come into contact with 
any constituent of the Indian money market except the central 
co-operative agencies 

The provincial and cential eo opeiativc banks keep small 
current accounts with the Imperial Bank and the provincial 
eo opeiatne banks have also cash credit facilities with the 
Imperial Bank The latter has recently insisted that the 
eo operative paper should be leplaccd by government 
securities as a basis of cash credit facihties The co oper- 
ative hanks are doing commei eial banking also, e g , opening 
current accounts, pm chasing commercial paper, selling remit- 
tance, etc , and hence thej are regarded as competitors bv the 
Imperial 13 auk, the joint stock banks and the indigenous 
bankers 

There is no regular connection between the indigenous 
bankers md the co operative banks excejit that money-lenders 
have recently begun to keep deposits m the central banks 
and some of them also act as directois of central banks There 
is no close connection between the Imperial Bank and the 
joint stock banks, and though the latter keep their balances 
with the former there is no legal piovision compelling them to 
do so In times of stringency they cannot depend always 
upon the Imperial Bank The shroffs also do not ordinarily 
keep accounts with the Imperial Bank, and if they do so it is 
with a view to facilitate remittance or to facilitate payments 
of bills drawn upon them by outside merchants In the 
busy season, a temporary link is established between the 
sin offs and the Imperial Bank when the former cannot 
independently handle all the imndis without the help of the 
latter The rediscount facihties are also subject to certain 
maximum limits based upon the financial standing of the 
approved sluojfs 
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probably, than m Calcutta They are not a very senous 
factor to be reckoned with Unlike the position m the London 
money market, holding oi bills is not on a very large scale. 
When purchased tliea are regarded as a definite investment 
and are not frequently re discounted Export bills are 
generally placed on the London discount market, while import 
bills are held till maturity by the banks Inland bills some- 
times, specially in the busy season, go to the Imperial Bank 
The Imperial Bank rate has a different significance from 
the bank rate m the London money market It is the rate 
at which the Imperial Bank is prepared to grant loans on 
government securities The hundi- rate is the rate at which 
the Bank is prepared to discount oi re-discount first class bills 
of 61 days’ date The hundi rate is sometimes higher and 
sometimes loner than the Imperial Bank rate, while the 
London money market rate is always lower than the bank 
rate The following table show s the differences betw een the 
bazar rates, tlie call money rates and the Imperial Bank rate - 
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The bazar rates are those of small traders’ bills The 
Calcutta bazar lates aie higher than Bombay b a 7 sir rates, the 
foimer varying be tv een 10 aud 11 per cent The Bombay bazar 
aates seem to have some remote connection with the call money 
rate and the bank rate ‘ The fact that a call rate of } per 
cent , a hundirate of 3 per cent , a bank rate of 4 per cent , a 
Bombay ba/ar late of 0 ] pci cent , and a Calcutta bazar late 
of 10 per cent can oust simultaneously indicates an extra- 
ordinary sluggishness in the movement of credit between 
"the various money markets ” 

In India the call money rate is independent In other 
money maikets of the v 01 Id the rates for day-to-day loans, short 
loans, emergency money, “night” or “bad ” money, are much 
lower than the bank late, because call money is lent for about 
tv only -four hours and is repayable either at the option of the 
borrov er 01 the lender Advances on bank rate are for a specific 
period repayable at the option of the borrower only Therefore 
the bank r ite is always higher than the late on day-to day 
loans The lattci tends tow arils tlie rate at which banks 
attract demand deposits or emrent account deposits These 
deposits are ruth banks for the time that the depositor pleases 
and the latter can get them from the bank on demand Hence 
the amount of such deposits cannot be lent by banks for a 
.specific period of time and as such it can be lent at very low 
rates of interest, about 1 per cent In India the case is differ- 
ent In the slack season call money is unlcndable at any 
rate in the absence of treasury bill issue, but in the busy season 
it is not available at bank rate even In other countries, the 
central banking agency takes av ay surplus funds from the 
inaikct and supplies funds to the market when necessary In 
India, owing to the absence of a central bank, the money 
market is not properly controlled 

In India there are two money markets, the Indian bazar 
for small traders’ bills aud the market controlled by institutions 
run on western models There is no discernible link 
between the two, because the bill business is not developed 
m India The Bank of England controls money rates in Lon- 
don as well as m large centres In the pre-war days the Bank 
of England controlled the money market by relieving it of 
sui plus funds, by taking upon itself the mantle of the borrower 
■“What Bank of England did was to sell Consols for cash and 
to buy them back for the ‘account , the ‘account’ being tho 
monthly settlement day which used to rule on tho stock 
•exchange before the War Purchasers of Consols for cash 
were required to pay for them tlie following day and, the pay- 
ments being made in the usual way by cheques on their 
bankers, the net result was that, after the cheques had passed 
through the London clearing, the bankers’ balances at the 
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Bank of England would be correspondingly reduced with 
the supply of monej leduced to that extent, borrowers would 
go unsatisfied unless they paid the higher rates, since the 
remaining money would have a scarcity value ’ ’ (See L The 
London Money Mcolcl, 4th Edition, pages 101 and 102, by 
W P Spalding) During and after the War the treasury bill 
sales of the British Government have been a ready and 
effective means of absorbing any snrplns funds of the market. 
In India there is considerable divergence m rates m provincial 
towns 

The banks deposit rates m London follow the bank rate 
automatically , but that is not the case m India because of 
a lack of highly-organized money market in our country 

The seasonal monetary stringency m India is sought to 
be removed by the Government by placing, at the disposal 
of the Imperial Bank, a loan amounting to Bs 12 crores against 
91 days’ first class bills Xo issue can be made untd 
the bank rate rises to 6 per cent The loan bears interest 
at a minimum rate of G per cent for the first 4 crores and 
7 per cent for the next 8 crores The fixing of arbitrary 
rates for the issue of additional currency unnecessarily 
penalizes trade aud commerce To think that the seasonal 
monetary stringency m India is inevitable and that it must 
bring about a wide range of interest rales is fundamentally 
wrong and is due to the defective system of control and credit 
The Eeserve Bank, when established, will keep sufficient cash 
reserves in the slack season to supply the needed currency 
m the busy season at reasonable rates The present system 
of issuing emergency currency at stated rates is responsible 
for the existing position 

The Government controls the Indian money market to 
a very great extent The Koval Commission ‘ on Indian 
Currency and Finance, 1926, wrote as follows — “The Govern- 
ment controls the currency The credit situation is controlled 
as far as it is controlled at all by the Imperial Bank With 
divided control there is likelihood of divided counsels and 
failure to co-operate ” It may be said that in recent years 
the Government has been controlling credit also through the 
sale of treasury bills Since 1925-26’ about Ks 180 crores of 
treasury bills have been sold by the Government at varying 
rates of interest which except on the last issue, have been 
very high This has raised the price of ciedit and penabzed 
trade and industry The Finance Minister of India said as 
follows before the Federation of Indian Chambers of Com- 
merce in Delhi on April 8, 1931 “The chief basis of criticism 
is that in India it is the Government that is the chief currency 
authority, while, m other countries, it is the central hank 
Guv eminent ’s actions are liable lor criticism much more than 
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those of a bank and more so when there is a so-called alien 
Government ” 

The foieign experts have summarized the defects of the 
Indian money mai ket as follows — 1 ‘ According to the unanimous 
opinion of all who have expressed their views on the subject, 
the Indian money market shows several defects It cannot 
be compaied with the highly-developed money markets of 
Western countries As a matter of fact, two money markets 
exist m India, the central money market and the bazar money 
market They have their own agencies and diffeient rates 
of interest without sufficient co-oidmation The central market 
is to a large extent dominated by the Government, which 
controls the currency and exercises a decisive influence on 
the bank rate 

“The control of cuirency and of credit m India is m the 
hands of two distinct authorities, the Central Government 
and the Imperial Bank This system lesults m a serious lack 
of elasticity and stability of monetary conditions , the fact 
that the annual range of interest rates m India is wider than 
m otliei countnes pioves the defects of the present system 
A range of 3 pei cent is quite ordinary in India, and this must 
have a detrimental effect on the economic life of the country 

“It seems to have been accepted as an axiom that seasonal 
monetary stringency is inevitable and that this stringency 
must bring about such wide ranges of interest rates as are 
experienced 

“Ip oui opinion this conception is WTong It is one of 
the tasks of a properly managed and well-organized Reserve 
Bank to tide over busy periods when money is in strong 
demand without unduly raising the bank rate The absence of 
a mechanism, which by expanding credit can meet the seasonal 
demand for money, is mainly responsible for the vanations m 
the bank rate. 

“In this respect the position of the Imperial Bank ought to 
be considered It is the Government banker and m connec- 
tion herewith its task is limited by law The most important 
restriction consists m its being shut out from foreign exchange 
business The bank acts as the bankers’ bank without having 
the light to issue bank notes as the currency is controlled by 
the Government This results m the Government practically 
dominating the bank rate and the money market ” (See 
Enclosure IY, page 648, Genital Banling Committee Report ) 

The obvious remedy for these defects of the Indian money 
maiket seems to be the establishment of a Reserve Bank as 
early as possible The Indian money market wall then in 
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course of time become like those of Western countries, with 
an effective hank rate To what extent will the type of Jteserve 
Bank that is soon going to be established in this country be able 
to remove these defects and bring f he Indian moncv market 
to the level of the money markets m Western countries will be 
known in course of tune 



CHAPTER XVII 

Reserve Bank 

The necessity of the establishment of the Reserve Bank 
in India at an early date cannot be ovei -emphasized It is 
calculated to help India ‘to move forward towards that financial 
and economic development with the gi anting of additional 
financial and banking facilities for Indian aguculture, Indian 
commeice, and Indian industry, a Inch has been the theme 
of one Commission and Committee aftei another We shall 
see the development of a discount market and acceptance 
business, of increased facilities for the marketing of produce 
and, m shoit, a gradual mobilization of India’s immense 
potential capital for the development of India’s own 
resources’ 1 The establishment of such a bank is widely 
desned in Tndia so much so that the establishment of All- 
India Federation has been made conditional upon the estab- 
lishment and proper functioning of a sound Reserve Bank m 
the country 

History 

It will be well to refer briefly to the history of the question 
of a Reserve Bank for India In 1336 a number of merchants 
interested m the East India Company submitted to the Court 
of Directors a scheme for a great banking establishment for 
British India and claimed ceitam advantages for it It was 
expected to facilitate the use of British capital and to finance 
English commerce , it was to give stability to the Indian 
monetary system and it was to be of great convenience to 
the East India Company m connection with its financial 
arrangements, specially m relation to the management of 
levenue receipts in India and the remittance of ‘Home 
Charges’ This scheme did not materialize The idea of 
the establishment of a Cential Bank for India found favour 
with Indian public opinion seriously aftei 1920 when the 
International Financial Conference that met m Brussels in 
1920'passed a resolution to the effect ‘that in countries where 
there is no central bank of issue, one should be established ’ 
Since then, now central banks of issue have been established 
m many civilized countries of the world and the old ones have 
been thoroughly overhauled 

A Central Bank of Issue is necessary for the development 
of the banking resources of the country In times of need 
b anks will be able to obtain larger resomces from it and a 

i Speech of Su Basil Blackett introducing the Reserve Bank Bill 
m 1927 
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national control over sound and elastic currency and credit 
system would lie secured through it, because the Bank is expect- 
ed to be wholly free from the influence of domestic or foreign 
political pressure It yvill have the monopoly of note issue and 
will therefore act as the channel for the output and intake 
of the legal tender currency In the new bank paper, the 
country mil find the bulk, of legal tender money in circulation 
and the Government will be freed from its control over currency 
It will hold the Government treasury balmcts, currency 
reserve and statutory rt senes or other hanks and mil thus 
be able to pool all the cash resources of the country ■which 
now lie videlv scattered without any systematic and unified 
control It v ill provide emergenev currency by rediscounting 
approved bills of exchange or by granting advances on 
approved promi c sor> notes of the commercial banks and will 
thus provide the necessary elasticity to the Indian currency 
si stem which is the sine qva non of a stable monctan system 
The temporary pressure to which the small bmks are liable 
will he rebel ed and sound banking establishments wall be 
promoted ‘ Its -self-denjing ordinance m the matter of 
dividends its insistence on a lngh standard of hanking its 
efficient management of currency and its detached eminence 
from the ordin in commercial banks of the country, would 
cnible it to rcgalate our national monetary and finmcial 
matter- in the ml interests of the country Desirable changes 
in bant resown currency cheque collections Government 
tmince, credit policy, gold movements and the money market 
can be stcuicd only through the instrumentality of a Central 
Bank oi Issue The starting of a Central Bink would soon 
tnable the country to realize that the bank rate and a wise 
discount policy can shover such inestimable advantages as 
credit expansion, suitable both in point of time and degree 
stable loreign exchange*, regulation of gold movements and 
maintounct of price-levels at a reasonable „ stability ’ : 
Inequality in the rates of interest' ill theliifferent money 
market* in India will be obviated bv transference of money 
fro’ i place to place through the instrumentality of the Bank 
C-ax titf Iwpkiu vr, Bank bi tot mid i\to v Centum. Bink ? 

The Hilton-Young Commission, definitely rejected the 
idea of turnmgTTieTmpcnil Bank into a Central Bank of Bsne 
m India In this connection the Commission wrote, ‘Tic 
idea of utilizing the existing orgamz’tion of the Imperial Bank 
is tempting at first sight, but on close consideration it will 
be found that yvhateyer advantages there may be in this 
course, the di c nd\ antages outweigh them ” 

“Jf the Imperial Bank were required to discharge the 
duties of a true Central Bank its Charter would haye to be 
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amended radienlh m the direction indicated It would thus 
1 >o"pia-ludcd fiom undortal ing n pro it main tisks winch it 
now Miiip^iullv pei forms ns .1 ( ommornal bank. The 
country would then Iom* the benefit of flic elaborate and wtclo- 
•spr-aad oig.muritinn which h is b< on sit up, through ibo length 
uucV breadth oT India, to make amiable to the community 
the mtrctM'd inmincmal bud mg fauhties, whuh are so 
urge nth noedi < 1 , and to as-ed m fostirmg among tin p< oplc 
a vjio'c, tin habit of h inking and mvt-tnunl This con- 
sideration alone nogitnes the idea of disturbing the present, 
functions of the Imperial P.ank It suggests, on the contran 
that tliit bmk should he freed altogetlur fiom the reductions 
which its pre mt t barter imposes upon it and which cleirh 
hrue then origin 111 the hybrid thane ter of the functions 
which Wile ongmnlh •o-igmd $0 it Winn those of .a purely 
central buikmg dimeter aie taken mer — is Lhoj should 
be — -b\ tin in . ( mtnl llink, tin re is no longer mj ictson 
win the Impi ri t! Hank should not he ,n f ice and him neimihercd 
in its ,pbi ,( 01 litmU as *>nx ntlur of Ute common ni banks 
Its import mt t isk of gning Indn tin widespreul banking 
faeihtu , winch it needs will tin n by b" fuihtiticl 

middle imiPi winch ins ban suggested and which 
his fm its objects a gi idn tl process of want nu> bt> termed 
‘de comnu re 1 di/alion’ of tin Impeml Rank is equally un- 
attrictne '1 he projuis il is to confine the Hank’s functions 
to those of a true fcntril B ink m the icnties wliere adequate 
cotnmerenl h inking facilities exist mil to permit it to do the. 
ordmin commercial bulking bu-iniss in ell those localities 
•when ipart fiom the Imperial Bank, thcie is no other reput- 
able bmk established It is ptoposed that onh when in these 
lot 1 fit lr s om or two conmurutl b inks Ime opened their 
establishments should the busitmss of the Impenal Bank’s 
branch be redric led to tint of a Ccnlia! Bank This proposal 
sufters m the main from the same disadx ant ige that nttiches 
to an umm elnfe and complete cotucieion of the Impenal 
Bank into 1 Onitial Bank l ndex it the Impend Bank 
would be eliminated fiom the held of eommercnl banking 
in all the import mt centres and the wholesome competi- 
tion it pros ides would thus lie lost, while its hybrid diameter 
would be likely lo we ike n its functions both as a Central Bank 
m the import mt centres and as a commercial bank in the 
wnalleu centres ” 

“We come, theiefore, to the conclusion that the piopcr 
course to tike is to entiust the central banking functions to 
a new organization endowed with a charter which wholly 
eonfoims to the requirements of a fruo Central Bank ” J 
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The Hilton- Young Commission recommended the creation 
of a private shareholders hank having local head offices m 
the chief business centres managed by local boards elected 
by shareholders of every centre separately The Central as- 
veil as the Local Board's were to be independent of political 
control and a small minority mas to be nominated by the 
Government The Central Board was to consist of Id members 
of -whom nine mould be elected bv shareholders, a maximum 
of three mould be nominated by the Governor-General m 
Council and a Managing Governor and Deputv Managing 
Governor mere also to be nominated by him The Govern- 
ment mas to be entitled to nominate an official member to the 
Board mithout having a Tight of vote The 11 members mere 
to be appointed as belom — 

(<z) The Presidents and Vice-Presidents of the Local 
Boards and one more elected member from every 
Local Board for a period of two years 
(6) A mholetime Managing Governor and a Deputy Manag- 
ing Governor for five years to be appointed by the 
Governor-General m Council, their remuneration 
and alio nance to be determined by the Central 
Board 

(c) A maximum of three to be nominated by the Governor- 
General in Conned to hold office for one year only 
They could not be Government officers and mere 
entitled for remuneration 

A fullv paid-up capital of Kb 5 crores mas to be 
raised and the shareholders of the Imperial Bank mere to he 
given the first opportunity to purchase the shares of the nem 
Bank The amount of the capital recommended mas small for 
tmo reasons Firstly, the shareholders shonld get as good a 
return as possible and if the amount of capital mas' great, a 
good return mas not possible Secondly, the Government 
v. ere to be entitled to a share m the profits of _the Bank after 

Sir Purushottamdas Thakurdas did not agree with tins viem and 
favoured the conversion of the Imperial Bank into a Central Bank 
He did not think that the course mould retard the development of 
commercial hanking and branch banking in India mhich he regarded 
as verv necessarv but that other commer-ial banks uould do that 
business in place of the Imperial Bank He also pointed out that if 
tmo Banks — a separate Beserve Bank and the Imperial Bank — existed 
side by s de, enough business for the Reserve Bank mould not be 
found Either it would not get enough bills to rediscount unless 
it competed with tlic Imperial Bank and the Central Bank and the 
Imperial Bank mould compete with each other or the former mould 
not fmd sufficient scope for business to emplov funds ‘Rhv 
multiply, if it can be avoided, institutions, supported bv Government 
b dances 5 ” See Paras 01-64 of tbe Note of Dissent bv Sir Puru- 
shotta rndas Thakurdas, to the Report of the Hilton- Young Commis 
man 
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the shareholder had got a fixed preferred dividend If the 
capital was to be verv large, "the profit which would accrue to 
the Government would he considerably reduced on account of 
the preferred dividend on non earning capital 

In accordance with the Resolution of the International 
Financial Conference of Brussels (1920) and of Genoa (1922) 
to the effect that Banks, and specially Banks of Issue, should 
he free from political pressure and should he conducted solely 
on lines of piudent finance,” the Commission recommended 
that a private concern should he established As it, was to 
.rediscount bankable bills held by commercial banks, the 
Board of the Bank could not consist of representatives of 
commercial banks 

Ho shareholder was to have more than ten votes and 
this provision was recommended to prevent a certain section 
of the shareholder fiom acquiring a monopolv of control 
The Local Boards were to be invested with powers to approve 
or refuse to appiove transfeis of shaies to prevent the multi- 
plication of an individual’s voting pov ei by transfer to nominees 

The profits were to be divided as follows — 

“After making provision for bad and doubtful debts, 
depreciation in assets, and all such items as are usually provided 
for by bankeis, and after payment out of the net profits of a 
cumulative dividend at the rate of 5 per cent per annum on the 
paid-up capital, theie should be allocated to the Teseive fund, 
"until such reserve fund is equal to 25 per cent of the paid-up 
capital, three-quarters of the surplus, and one-quaater to the 
Government Thereafter, until the Reserve Fund is equal to 
the paid-up capital of the bank, one-half of the surplus should 
be allocated to the reserve fund and the other half to the 
Government When the reseive fund is equal to the paid-up 
capital of the bank, one-eighth of the suiplus, but not exceed- 
ing three per cent of the paid-up capital, should be paid to 
the shareholders, and the balance to the Government ” (Repot t 
of the Hilton-Young Commission, page 40 ) 

The Commission rejected the fixed fiduciary issue system 
of reseives because it would not provide the necessary elasti- 
city to the currency system m the country In England it 
had done so owing to the development of cheque habit The 
proportional reserve system was, therefore, recommended The 
m inimum percentage of gold or gold securities could be 
exceeded for a temporary penod on the payment of a tax on 
the deficiency and with the consent of the Government 

The Bank Act was to include provisions requiring every 
bank or banker transacting banking business m India to keep 
with the Reserve Bank minimum balance equal to ten per 
-cent of demand liabilities and three per cent of tune liabilities 
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Busin or thc Bank 

The Bank was to perform the business orthmnlj imder- 
taken by Central Banks of Issue an oilier countries The 
Bank i\as not to undertake open market opeiations, but the 
chartei was to include provisions authorizing the Bank to 
apply to the Government for power to buy and sell in the 
open market bills of exchange, promissory notes or other 
commercial paper ansincr out of bonajulc commeicial or trade 
transactions hearing- two or more good signatures and having 
a maturity not exceeding 00 days The Governor-General m 
Council was to irn e due consideration to the effect upon other 
interests concerned of his refusal or permission to enable the 
Bank to do so 

The Reserve Bank was to he entrusted with all the remit- 
tance operations of the Government in India and m London 
and the Goi eminent was thus to cease to deal m the exchange 
market This power was necessary for the Bank to maintain 
the external value of thc rupee The Secretary of State was 
to furnish to the Bank m advance through the Government 
of India, periodical information as to his requirements which 
could, he approximate onlj and not exact 

With regard to the method of remittance that lias to he 
employed bv the Bank the Commission did not like to fetter 
the discretion of the Bank but left it free to follow the mo«t 
suitable method The sterling purchase system m India m place 
of the sale of Council hills m London was introduced before 
the Commission made its recommendations It could he 
made pnvatelv and through public tender also The former 
mvohed secrecy and favouritism and the objection against 
the latter was that it was conducted by the Secretary of State 
m London The Commission held that the method* of public 
tender could be employed in India with as great a convenience 
and facility to the commercial public as the public tender 
system m London The Commission did not recommend 
any definite method to he pursued by the Bank, but left it to 
its discretion 

In 1927 the Government framed a Bill along these lines 
proposing a shareholders’ Bank with commercial directorate 
and a new agreement with the Imperial Bank It was referred 
to a Select Committee the majority of whom favoured a State 
Bank because a shareholders bank would involve domination 
of the Bank by big capitalists m the cities and that only a 
State Bank could inspire confidence among the people 
m India Diffeience of opinion arose on the question 
of directorate also The majority proposed a Board of la 
Governors and one officer with a* majority of Indian elected 
members of the Legislature and another three to be similarly 
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“It must be clearly understood that all the recommenda- 
tions in onr Report which envisage the establishment of a 
Reserve Bank are based on these assumptions TTe mar 
add in tins connection that the foreign experts hare expressed- 
the opinion that a Reserve Bank can he run on sound lines 
whether it is formed as a State Bank or as a Shareholders’ 
Bank, provided that the Bank is kept free from interference 
by Government m its dail 3 administration ”* 

Eecommemjatioxs of Round Table Conference 

The Federal Structure Sub Committee of the First Round 
Table Conference recommended that ‘with a view to ensuring 
confidence m the management of Indian credit and currency, 
efforts should be made to establish on sure foundations and 
free from any political influence, as early as mav be found 
possible a Reserve Bank which will be entrusted with the 
management of currency and exchange The Financial Safe- 
guards Committee of the Third Round Table Conference made 
the establishment of federation dependent upon the estab- 
lishment and proper functioning of a Reserve Bank in India 
They recommended that “The Committee are of opinion that 
the proposals to be submitted to Parliament should be based 
on the assumption that such a Reserve Bank would have been 
created prior to the inauguration of a federal constitution 
and recommend that steps should be taken to introduce into 
the Indian I egislature a Reserve Bank Bill conceived on the 
above lines as soon as possible Certain requirements must 
be satisfied before the Reserve Bank could start operations 
with a reasonable chance of successfully establishing itself , in 
particular that the Indian budgetary position should be 
assured, that the existing short-term debt both in London 
and India be substantially reduced, that adequate reserves 
should have been accumulated and that India’s normal export 
surplus should have been restored ” In the Report of the 
Committee it was also placed on record that ‘the Secretary 
of State undertook that Tejiresentatives of Indian opinion 
would be consulted in the preparation of the proposals for 
the establishment of the Reserve Bank including those relating 
to reserves ’ 

The Reserve Bank Committee was appointed in response 
to that undertaking and it made its recommendations on the 
strength of which the Reserve Bank Bill m the Legislative 
Assembly was introduced on September S, 1933, and subsequent- 
ly referred to a Select Committee 

Main Recommendations of the Reserve Bank Committee- 

A private shareholders bank free from any political 
control should be estabkshed 


4 Report of the Indian Central Banting Enquiry Committee, para- 
600 pp 41S-419 
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The shares of the Bank should he of Rs 500 each and 
on this basis they recommended ‘that the minimum "voting quali- 
fication should be two shares which must have been held foi 
at least six months and that the maximum number of votes 
that may be exercised bv any one shareholder should be ten ’ 
"With this limitation on the voting power the Committee did 
mot think it necessary to place any restriction on the amount 
of the capital to be held by any one shareholder 

The majority of the Board of Dire cto rs should derive 
their mandate from the shareholders and to ensure the 
representation of all important elements m the economic life of 
the country, they recommended ‘that a minority of^theJBoard 
should be nominated by the Gov ci no i"Genci al in Council 
under the present constitution and by the Governor-General 
ai Ins disci chon under the new constitution, it being under- 
stood that this power mould be exercised to redress any such 
deficiencies ’ There. were_ to be fifteen or sixteen members of 
■the Board as follows — 

S Directors to be representatives of Shareholders, - ” 
4 Directors to be nominated by the Governoi -General 
in Council, 

3 Governor, 

1 or 2 Deputy Governors with no voting power, 

1 Officer of the Government with no voting power 

Appointment of Directors 

It involves the division of India including Buima into 
iiye_axeas, election by shareholders resident in eacli area of 
members of the local board and selection by the lattei from 
Among themselves of the directors to represent their respective 
areas 

Appointment of Governors and Deputy Governors 

The Committee emphasized the impoitance of appointing 
the Governor and Deputy Governoi s of the Bank m such a 
way that they must command general confidence both m India 
and abroad The majority of the Committee held that the 
Governor-Geneial in Ins disci chon should be the authority to 
appoint the Governor and the Deputy Governor or Governors 
when the new constitution came into force Before appointing 
Them the Governoi -General would ascertain the views of the 
Board of the Bank The minority held that these appoint- 
ments should be made by the Board of Directors subject 
to the appioval of the Governor-Geneial It was finally recom- 
mended that m order to harmonize these views it was necessary 
That the Governor and Deputy Governors should be appointed 
by the Governor-General after consideration of the recommend- 
-ations of the Board of the Bank Except four, all members 
accepted this solution 
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Share Capita! wn Share Registers 

The original share capital of the Bank was recommended 
to he Its 5 crores divided into shares of Rs 500 each which 
should be fully paid A separate register should he main- 
tained m each of the five areas and the shares should he trans- 
ferable from one register to another so that there would he 
a free market m them But shareholders should only be 
entitled to vote in respect of the areas in winch they are resident- 

Duties of Local Boards 

The Local Boards are to he a sort of machinery to appoint 
the directors and their duties are those as may he delegated 
to them hv the Central Board They would he purely advisory 
bodies but they v ould plav a valuable part in the scrutiny of 
commercial power Their functions would be analogous to the- 
f unctions of the Discount Committees in Bnlgana, Belgium, 
Japan and Lithuania The Central Board should he empowered, 
to nominate to each local hoard not more than three additional 
members t\ ho arc to be full members of the Board except 
that they should not he eligible to be returned as representa- 
tives of the area on the Central Board and are not to take 
part in the selection of such representatives 

Bpaach if Lovdoa 

The establishment of London Branch of the Bank is made 
optional unlike the provision of Clause 6 of 1T28 Bill and if 
the Bank of England is employed as its London Agent by the 
Reserve Bank, the Bank of England is expected to employ 
the Reserve Bank as its agent m India 

Structure of the Bavk 

Like the Bank of England, the Reserve Bank is to he 
divided into two departments, the Issue Department and the 
Banking Department 

Business of the Bare 

The Central Banking Enquiry Committee m paragraph 
607, pages 419 and 420, recommended that an additional provi- 
sion should he made enabling the Bank to make loans and 
advances on the security of moveable goods, wares and 
merchandise as well as agamst warehouse warrants and 
warehouse receipts representing such goods The London 
Committee did not recommend any such provision because 
m their opinion it would tend to render the Bank’s resources 
less liquid and might involve it m undesirable competition 
with commercial hanks (Paragraph 17 of the Repot l ) The 
Central Banking Enquiry Committee had written m tins con- 
nection as follows — 
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‘This provision may perhaps bfi criticized as likely to 
encourage too much competition between the Eeserve Bank 
and the other commercial banks m the country We agree 
that the Eeserve Bank should not ordinarily compete with 
commercial banks foT profit, but m our opinion it ought to be 
in a position to operate m the open market and compete with 
the commercial banks so as to make its policy effective We 
contemplate that the Eeserve Bank need not necessarily avail 
itself of this provision to a large extent, but the mere fact 
of its existence will enhance its influence on the level of interest 
rates W e might also draw attention to the fact that a number 
of the recent modifications to the South African Eeserve Bank 
Act have been on the above hues, the object being to render 
its uorlang more effective (Paragraph 607, pages 419 and 
42 0 of the Rcpoi t ) 

Open Mabket Operations 

The Bank should undertake open market operations- 
According to the Bill of 1928, the meeting of the Board on 
each occasion was necessary to utilize such powers The 
Committee recommend that the Board can delegate to the 
Governor poveis in this respect and a meeting of the Board is 
not always necessary to determine the question of utilizing open 
market operations (Paragraph 18 of the Report ) 

Exchange Obligations of the Bank 

The Committee lay down that in the present state of 
monetary disorganization in the woild, it is impossible to 
incorporate in the Bill provisions which would be necessarily 
suitable when monetary systems generally have been recast 
and stabilized The sterling standard is considered the best 
standard for India and the exchange obligations are to be in 
accordance with the rupee sterling ratio existing at the time of 
the introduction of the Bill There is to be no change m the 
dc facto situation by the mere coming into operation of the 
Eeserve Bank The majority of the Indian delegates regard 
the question of a suitable exchange ratio as one of the essential 
factors for the successful opeiation of the Eeserve Bank and 
in their view it is for the Government of India and the Legisla- 
ture to examine the relevant considerations to see that minimum 
possible strain is placed on the currency system of India The 
Committee lay down that the whole question of monetary 
standard best suited to India will have to be reviewed when. 
the international monetary position has clarified itself and 
become sufficiently stable to make it possible to frame more 
permanent piovisions The practice to which the public 
has at piesent become accustomed is recommended to continue 
and the position as if the rupee was still on the gold basis- 
has been assumed as correct 
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Assets ami Liabilities or Issue Department 

The rupee redemption fund is recommended to be dispensed 
■with as in the opimon of the Committee the future return of 
rupees over a series of years is likely to he considerably less 
than m the past years The scheme given below is to be 
adopted — 

(1) The amount of rupees transferred to the Bank at the 
outset should not exceed rupees fifty erores 

(2) The surplus amount of rupees "which the Government 
is to remove from the reserve as a result of this arrangement 
should be held by the Government in a separate account and 
siber is to be held as bullion, not as coin 

f3) In any year m which the minimum holding of silver 
rupees by the Bank exceeded fifty erores or one-tenth of the 
total amount of the reserve, the Bank should hand over the 
surplus to the Government to an amount not exceeding five 
■erores of rupees in any one year The Government would 
pay full value for these rupees Forty per cent of this value 
can be paid m sterling or foreign assets acceptable to the Bank 
provided the Banks’ external assets did not exceed 50 per cent 
of its total reserve at that time 

(4) If m any year the Bank’s maximum holding fell 
below the amounts indicated above, the Government should 
have the right to sell rupees to the Bank up to a maximum 
of rupees five erores m any one year As the specific rupee 
redemption fund is to be omitted the Committee think it neces- 
sary that at the outset the reserves of the Bank should provide 
an ample margin over the statutory amount 

According to clause 33 of 192S Bill gold and sterling assets 
initially should not be less than 50 per cent of the amount 
of the liabilities of the Issue Department The Committee do 
not propose any alteration, but suggest that the case should 
be examined by the Government of India m the light of all 
prevailing circumstances 

Government of India Bupee Securities 

The Committee recommend that the question of the 
holding of the Government of India rupee securities should 
be further considered m India as it was suggested that the 
limits proposed m the second ‘proviso of clause 31 (3) of 1928 
Bill, may be unduly restrictive of the Bank’s open market 
■operations policy 

The remainder of the reserve should consist of sterling 
securities and gold com or bullion Gold securities should be 
replaced by sterling securities as the holding of the former 
would be inappropriate to the sterling standard and might 
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be a possible source of weakness in the existing state of 
uncertainty Sterling securities and gold com or bullion are 
to be 40 per cent of tlie total reseives of tbe Issue Depart- 
ment as proposed by the IIilton-'Yovmg Commission and 
embodied m 192S Bill 

Proportion op Sterling Securities and Gold 
The Committee lccommend a minimum gold holding 
of mpees thirty -live crores which represents about 20 per cent 
of the present nolo liability The Committee argue that as 
long as the rupee is not based on the gold standard, there is 
no logical necessity of prescribing a minimum holding of gold 
and further as gold carries no interest, gold holdings will 
nnnecessaiilv reduce the profits of the Bank Foi these reasons 
a substantial amount of sterling is always to be kept to fulfil 
sterling obligations But as there is a widespread feeling 
in India m favour of a gold holding as the most reliable foim 
of reserve the Committee recommend a minimum gold holding 
of rupees thirty-five crores 

The existing gold assets are to be valued at the existing 
old parity which would provide a cover against loss by a wide 
margin The Bank m tins way might obtain a laige piemmm 
on the gold handed over to it hv the Government If sales 
take place m the intermediate penod pending the revaluation 
of gold, the Committee hold that m principle such profits 
should belong to tlie Government ‘But our view is that this 
unrealized margin should m some way or other he kept avail- 
able for strengthening the position of currency reseives We 
recommend that the detailed proposals should be worked 
out by the Government of India for consideration during 
passage of legislation on this subject ’ 

Suspension or Deserve Requirements 
The Committee recommend a suspension of reserve require- 
ments and the utilization of minimum reserves whenever 
necessaiy subject to the payment of a tax 

Reserve Fund and Allocation of Surplus 
The Committee approve the provisions for reserve fund 
and allocation of surplus as laid down m clause <16 of the 1928 
Bill subject to certain modifications m respect of distribution 
of dividends The rate for fixed dividend must depend to 
some extent on the return on comparable securities at the 
time of issuing shares The Govern or-Geneial m Council 
is to he empowered to fix this rate subject to the maximum 
of 5 pci cent The dividend is to be giadually increased up 
to the maximum of 6 per cent as laid down m the 3 92S Bill. 
In determining the fixed rate of dividend account is to be 
taken by tlie Governor-General m Council not only of the 
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yield of long-term Government secunties but also of the pos- 
sibility of attracting the small investor in the mofussil and 
thereby securing a vide distribution of shares 

Scheduled E inks 

According to clause 14, sub clause 7 of the 192S Eill the 
Governor General in Council has the pov. er to include in the 
First Schedule any company which comes under section 2 
of the Indian Companies Act and v Inch is carrying on banking 
business and has a paid-up capital and leserve of an aggregate 
value of not less than three lakhs of rupees Such banks are 
known as Scheduled banks They are to maintain with the 
Reserve Bank a minimum balance of not less than 7 * per cent 
of the daih average of the demand and 2 \ per cent of the 
daily average of their time babibties m India The Committee 
recommend that the question of minimum balance and whether 
the criterion should be based on the amounts of deposits rather 
than on the paid-up capital and reserves should be considered 
{Paragraph 28 of the Report ) 

Relation of Reserve Bimc vim Imperial B mk 

The Committee recommend that the Reserve Bank 
should be required to enter into an agreement with the Imperial 
Bank according to clause 43 of the 1928 Bill but the period 
of 25 years is considered too long and tins question is to be 
further considered by the Go\ eminent The agreement is 
to be terminated on several years’ notice on either side Its 
continuance is to be dependent on the maintenance of sound 
financial position bv the Imperial Bank It has been further 
recommended that the Imperial Bank should be the «ole agent 
of the Reserve Bank at all places m British India vliere there 
is a branch of the Imperial Bank of India and no branch of the 
Banking Department of the Reserve Bank It applies to 
those branche® only vluch exist at the time the Act comes 
into existence The Reserve Bank should be under no obliga- 
tion to entrust the agenev business to branches of the Imperial 
Bank which come into existence m future and is to be tree 
to make its own arrangements It w as suggested to the Com- 
mittee that a part of the share capital of the Reserve Bank 
■should be allotted to the sliaieholders of the Imperial Bank 
ns a sort of compensation, but the Committee have not recom- 
mended any special allocation of the Reserve Bank shares 
to the shareholders of the Imperial Bank as it n ould be incon- 
-sistent with their scheme of a wider distribution of shares 
They admit that the question of compensation should receive 
■due consideration, but there should be some other form m 
■which it is to be paid if admitted (Paragraphs 29-31 of the 
Report ) 
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Secretary of State in Ins reply to question Mo 8599 undermines 
tlie foundations of tlie agreement arrived at, and if it is persisted 
in. makes tlie consideration of the alternative of a Bank an 
lmperative necessity ’ 5 

Thirdly, he refers to the growing feeling m England that 
there should he greater control of the Bank of England by 
the Government and that the constitution and conventions 
of the Bank of England should he changed and that the 
management of the currency should not be substantially inde- 
pendent of the political feelings of the general bodj of the 
community Befemng to these feelings he says that “ they 
should exist is a significant fact , should they gam force and 
be expressed m legislation, what will be the position m India 0 
My country will have a real grievance if, on what may be the- 
approximate eve of a change m the histone relations between, 
the Government of the day and the Bank of England leading 
to greater political control of the Bank, India finds herself 
closely tied to a system w Inch England from experience has 
to reject ” He mentioned this fact for the guidance of 
the Joint Select Committee that it is undesirable to create- 
m India the feeling that the country is being irretrievably tied 
to a system w Inch is under critical examination in England 
and vlien there is this strong movement for a change. 
Obviously he seems to favour a State Bank or a Bank subject 
to political control in India 

Fourthly, he is opposed to the vesting of the Governor- 
General with special responsibility for the financial stability 
and credit of the Federation The day-to-day management 
of the Beserve Bank should be the duty of the Board of 
Directors and of the high officers working under them The 
policy can only be laid down by legislation Tins legislation will 
be subject to the approval of the Governor-General under the 
new constitution But once it is so its practical appbcation 
is to be the concern of the Beserve Bank and should not be 
the responsibility of the Governor-General 

Further, he is opposed to the sale of any part of the silver 
now held in the Currency Beserves as even now tlie popularity 
of Currency Motes depends upon the belief of the people 
that they are convertible into rupees This first bne of defence 
should be preserved unimpaired ‘This is especially the case 
when the financial world is still disturbed, and time must be 
allowed for the Beserve Bank to command confidence m action ’ 
The sales of surplus rupees will only command m sterling about 
one-third of their face i alue and the transaction would, therefore. 


s Tlie Secretary of State, in lus reph No S599, qualified the broad 
principle that the Beserve Bank should be fiee from mv political 
influence by the woids, ‘so fat as ve can make it’ 
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involve substantial losses, because the silvei was bought lor 
coining at prices much higher than prevailing now Theie may 
be an unexpected demand for coming rupees and as there is a 
movement for laismg silver prices, just possible the Currency 
Authority may have to purchase silver at very high prices 
According to him, the Joint Select Committee should not leave 
the question of the sales of silver held m the Currency Reserves 
m India to the discretion of the Government of India 

Gold Minimum Reserves 

The whole of the present gold holding of Rs 44^ crores 
should be earmarked as the minimum gold reserve against the 
Rote issue He differs from the majority in this respect who 
lay down that Rs 35 crores should be the minimum and tbe 
Bank may do anything it likes with the excess of Rs 9J crores 
If the minimum figure of Rs 35 crores is accepted, he suggests 
an alternative that a percentage of not less than 15 per 
cent gold to the Rote issue or Rs 35 crores should he 
laid down whichever is higher and he prefers the first alter- 
native This lie has lecommended with a view to avoid the 
difficulty of leqmnng the Reserve Bank to buy gold at a pre- 
mium should the cunency recoveiy of the world he slow and 
difficult The most piogiessive countries have conserved 
their gold reserves by putting an embargo against gold export 
nr inci eased them by purchasing gold at a premium, t c , 
above par of gold (85 shillings) even to the extent of 50 per cent 
There is a widespread feeling m India m favoni of holding 
gold as affording ultimately the most leliable form of Currency 
Reserve 

In paragraph 26 of their Report the Rcseive Bank Com- 
mittee recommend that “We approve generally of the provisions 
•of Clause 41 of the 1928 Bill, relating to the suspension of reseive 
requirements and the connected tax provision We think 
it would be well to bring Clause 41 into a closer connection 
with Clause 31 m older to make it clear that the ‘minimum’ 
reserve can, and should, be utilized whenever this is called for 
by the circumstances ” He dissents with this view and points 
out that if the minimum leserve can be utilized, it does not con- 
stitute a tiue reseive and the figures indicated m paragraph 21 
of the Committee’s Report have no significance then 

The Rupee-Sterling Ratio 1 

Sir Purushottamdas Thakurdas regaids a suitable ratio 
as one of the essential factors for the successful woikmg of the 
Reserve Bank He does not agree with the view of the Com- 
mittee that the question of a suitable ratio for India should he 
left for consideration of the Government of India and discus- 
sion by the Legislature The suggestion of the Committee that 
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‘ Even m.ijoi count n Ins cither b(en il its j>n -w ir parity 
for exchange 01 has been foned to fro lower Indi 1 is the 
one count iv ulmli is above it CoinpuhuiMve measures 
hate been taken in the V fe A to r use priees In the mllitionof 
c uuonev , furthei the exenitnt has bten arrni d with the powei 
to devalue the doll v to llu extent of 30 perunt of its gold 
content For Indt 1 time is <1 stiongand strengthening opinion 
that a lowering: or the existing ratio of Is Ud will give much 
ichef to the cultix itoi It is axiomatu tint it will put k«s 
fctrim on tin cumins svstoni of India should woild conditions 
be slow in impioving ’ 

Tiie lb sent B ml Bill was nfcricd .iftu dtbatc 
in the Asstmbh to a Select Poinm (tee The tiend of tin 
debate showed tint a ninjoiitv of tin elected members of the 
lesrislatmt fnvouud a Stite Bank to .1 Shan holden 11 ink, 
01 if tin httu, tins wanted the Bank to be iln-olntclv fiee 
from political control 111 Engl md md Judin The Select Oom- 
mittu was expected to make cert nn modiiications so that the 
Bank asSu George Schuster m his speech on Thundax,the 14 th 
Septernbci 1031 , said ‘must become a liusted part of Indian 
public life’ and that ! K must be in Ind? m institution command- 
ing the confidence of Indian opinion, otherwise the whole 
purpose of this proposal would be lost 

f 

The fust thing is that the Bank should be fiee from 
political influence nol 111 India done but in England also 
The Bill as based on tin lecomnundaticmsofthe London Com- 
mittee would not be fiee from political influence 111 England is 
shown in Ins Xotc of Jihwcni by fen Puuisboltamdis Thaknrdes 
quoted above Mr g/P Bingh m the course of the debate m tlio 
Asscmblx on the Bilr lightly pointed out that “politic al influence 
was not being eliminated because the Goxunor-Gencial was 
representative of the largest political paity and Ins powers 
would he exercised on behalf of the SecrelaTv of State who 
was 111 the hands of the Gity of London ” The Bank uuder 
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these encumstanees could not he free from political influence m 
England and the Select Committee "was expected to see that the 
British political influence also w as eliminated 

The Bill does not provide that the Governoi and Deputy 
Goveinois and the majority of dnectors should be Indians. 
Under the scheme of 392S Bill there would have been a 
majority of Indian dueetois, while under the present Bill 
oven if the shareholders exeiuse their votes properly, Indians 
could only be lialf of the directors If the Bank is not to he 
free from British political influence and if a majority of 
Indians aie not its dnectors, the union A cite of shareholders’ 
bank is gone The Committee of the Pederation of Indian 
Chambers of Commerce is of the opinion that a shareholders’ 
bank might be acceptable, piouded complete national control 
u as assured and not less than thiee-fourths of the dnectors 
with voting powei were natural boin Indians and 75 per cent, 
of the paid-up capital was leserved for them Sn Purushot- 
tamdas Tliakurdns whose view has been quoted above does 
not accept a shareholders’ hank without qualifications c 

Si atf Fs Shareholders’ Bank 

An analysis of the constitution of the Central Banks m 
otliei countries shows that there are purely shareholders* 
hanks, State hanks, and hanks with mixed ownership as the 
following table will show 7 — 


e All Minn Subodai points out in lus Minority Report that by the 
Ruling of then Chairman the Indian Banking Committee weie pre- 
cluded from laving down the constitution of the Bank In this connec- 
tion he wntes “As the tenets of public piocedure demand, I submit 
to this ruling and lefiam from making anv recommendations on the 
constitution of the Beserve Bank ’’ 

“The importance of decision on these mntteis nun , however, 
be indicated The Beserve Bank is going to be the most powerful 
mstiument aflectmg the economic life of this country Its eirors 
and accomplishments will tell on the collective vvelfue of millions 
of people Its action will be unseen but not unfelt The Invmnn 
would nevei he able to put at its door the consequences, which may 
hav e mev itablv and certamlv follow ed from its actions In the eves 
of the woild outside anv thing which the Beserve Bank of India will 
do, will be the index of the mind of India The Beserve Bank could 
cause tension and create animosities It is, theicfoie essential 
m India’s intei ests, that the Reseive Bank should reflect m all 
respects the Indian n ittou, such as it is ” Minority Report of the 
Indian Bant ivy Commilhe p 200 

" See Present Day Rant mo m Indict bv Di Ramachandra Bau, 
page 72 and Central Bant s, bv Messis ICisch & Elkin, Cliaptci II 
Also see tile Chaptei on ‘Central Banks’ of mv book “Currency and 
Coniinei ce A Siu vcv of Fundamental Punciples and their Application 
to Indian Pi oblems” foi ’merits and dements of Shareholders’ and 
State Banks 
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Pure Shareholders’ 
Central Bank 


Pure State owned 
Central Bank 


Mixed Ownership 


The Austrian Nation- 
al Bank 

The National Bank 
of Belgium 

The Bank of England 

The Bank of X 7 ranee 

The Itciclisbank of 
Germ ana 

The National Bank 
of Hungarv 

The Bank of Italv 

The Bank of Japan 

The Netheilands Bank 

The Norges Bank 

The Bank of Spam 


The Commonwealth 
Bank of Australia 
The National Bank 
of Bulgm in 
The Bank of Esthoma 
The Bank of Finland 

The Bank of Latvia 

The Bank of Poland 

The State Bank of 
thcRSTSE 
The Swedish Riks- 
bank 


The National Bank 
of fVechosloa akia 
The National Bank 
of Copenhagen 
The Bank of Mexico 
The Central Bank of 
Chile 

The Bank of the Re- 
public of Columbia 
Tin Bank of 
Lithuania 

The Fedeial Reserve 
Bank® of the USA 
The Swass National 
Bank 

The Bank of Greece 
The South African 
Reserv e Bank 
The B ink of Albania 


Merits or a Shareholders’ Bank 


(1) It can be free from political pi ensure if it is managed 
"by competent businessmen and it can secure independence 
from tlic interference of the Executive m the da\ -to-day 
conti ol of its business regarding its banking policy 

(2) A shareholders’ bank can work efficiently as it will 
be governed by motives of seli-interest and “tlic State is too 
wooden and soulless to succeed in gauging accurately the 
monetari requirements of business people ” 

(3) The knowledge and experience of practical business- 
men are likely to keep them on the right path and banking 
is a kind of trade in which the State should not take part 

Demerits or A. Shakehoi deps’ Bank 

(1) Anybody can become a shareholder and will have 
a hand m shaping the policy of the bank which will deal with 
technical matters of currency, exchange and banking 

(2) The control of the shareholders over directors is 
never real and m fact the shareholders themselves are under 
the control of dnectors and secretaries 

(3) A private shareholders’ bank will concentrate attention 
•on making profits and in case of a Central Bank of Issue the 
policy of hankering after profits will defeat the objects with 
which such a bank is started In order to pay a dividend 
to the shareholders, the South African Reserve Bank had to 
perform additional functions For tins ‘very reason, the Irish 
Banking Commission disapproved of the idea of the private 
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shareholders’ bank All the private shareholders’ banks of 
issue except the Bank of England and the Reiclisbank of 
Germany are under the rigid control of the State 

(4) In poor countries, it may be unwise and uneconomical, 
to pay a high rate of dividend derivable from the use of the 
currency reserves to the Bank’s shareholders when capital 
can be easily bon owed by the Government at a low rate of 
interest 

(S'! The starting of a private shareholders’ bank in. 
countries where capital is not sufficiently developed will 
lead to a bid for ascendency m the practical management of 
the banking and financial system of the country, between 
the foreign and the indigenous capitalists Foreign influence 
should always be eliminated from the management and control 
of the Central Bank of Issue 

(6) It is difficult to reconcile the idea of a privately owned, 
bank with the State guaiantee foi its notes 

(7) Such a Bank may not be sufficiently representative 
of all the interests in the country These arguments cannot 
be said to be very conclusive m favour of State ownership 
of the Banks of Issue and in practice Governmental interfer- 
ence m several ways can mitigate the evil effects of private 
ownership Arrangements can be made to eliminate foreign 
dominance by laying down that a majority of the directors 
should be the nationals of the country to which the Bank 
belongs The Government of the day can secure a wide 
representation of all interests m the country by reseiving 
to itself the power of nominating a ceitain number of directors. 

The Government can tone down the evil effects of the 
shareholders’ Banks of Issue m the following ways — 

(a) by limiting dividends to shareholders , 

(b) by allotting shares to small investors scattered all 

over the country , 

(c) by restricting votmg power to “one man one vote”; 

(d) by the prevention of the right to vote by proxy , 

(e) by the prevention of manipulation of votes by~ 

big shareholders , 

(/} by limiting the functions of open market opera- 
tions , 

(g) by enabling the State to participate in the Bank’s 
profits 

Arguments for a State-Owned Bank 

(1) In India people look to the Government to lead, 
any new movement and very great weight attaches to a Bank. 
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founded upon the credit of the Government liven RicaTdo 
advocated the creation of a Stale Bank for Engl md in 1817 

(2) The State Bank in India would do aw i\- w ith the quarrels 
on the part of the various hanks for having a share capital 
m the Bank A State Bank would avoid the fear of control 
l>y foreign capitalists 

(3) The Government keeps a verv large sum of money 
-every month with the Imperial Bank without interest which 
it can utilize to liquidate a poition of its debt or to reduce 
taxation if it aits as a Central Banker 

(1) A pm ate Central Bank can cusilv become subser- 
vient to the British comnuiml community which controls 
the Indian hanking of to-day to a very great extent The 
mam reason why Indians are so pemstent in giving conti ol 
to their Legislature is that the Indian Executive will have full 
control over the loan policy etc , of the Bank If the Execu- 
tiye is made responsible to the Legislature this insistence would 
not be demanded as it will cease to be necessary 

DrviciiiTS or a Stati B vx k 

(1) The Bank may become a mere department of the 
Government and will reflect the opinion m its policy of the 
majority paity m power winch mav be against the. best 
interests of the country 

(2) A State Bank can also be used for inflationary pui- 
po«es by finance members to balance then budgets The 
Bank of Amsterdam was used for such purposes 

(3) It is possible tliat public bodies miglit not get as 
much credit at the hands of the State Bank as from a Share- 
holders Bank In England there is a keen competition among 
banks for securing the accounts of various quast-publie bodies 
and if the State acquires control over the Bank they fear that 
they would receive less favoured treatment Many State 
Banks as m Russia, Bulgaria, etc liav e met w ith failures 

(4) A State Bank may not he in a position to w eed out 
the weak and inefficient banks by refusing to re-diseount their 
commercial paper Incompetent banks may' be nursed and 
well-managed commercial banks may not be developed 

{5} It may not be able to tram an adequate number of 
men who may be able to rim banking institutions successfully 
This eutieism is unwarranted and m India specially a Share- 
holders' Bank may not- be able to do so as the Imperial Bank 
has not done, but a State Bank is the only institution m India 
winch can be depended upon to achieve this object 

Taking all these considerations mto view it is a State 
iBank which is more suitable for Indian conditions but if a 
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Shareholders’ Bank is slatted, vei v gieat care ought to bo 
taken to free it from political control m England The State 
should have the right to purchase the shares of the Bank after 
a period of 3 5 years if it is found out that the Shareholders’ 
Bank has not been able to rise to expectations A certain 
pi op oil ion of the capital must be reserved for people of Indian 
domicile and a certain pcieentage of directors must also 
belong to Indian domicile Shaies should be of the face value 
of Its 100 each and not of Rs 500 m older to prevent big 
capitalists from monopolizing shares and m order to secure 
a wide distribution of shaies The Governor-General should 
not nominate the directors The utmost that, the Select 
Committee should have agreed to was that the directors should 
be appointed by the Federal Government subject to the approvaL 
of the Governor-General 

Relations, between the Bank and Other Banks 

Prefeienee should not be granted to the Imperial Bank 
It should be placed on the footing of other banks According 
to the scheme of Sir Basil Blackett of 192S the Reserve Bank 
was to keep a sum of Rs 3 ciores with the Imperial Bank free 
of interest The present lestnetions upon the Imperial Bank 
are now to go and it will thus be able to compete with the 
other bankers m India with the help of then own money as 
they will be required to keep a ceitam minimum balance with 
the Reserve Bank This would be unfair to them The 
Reserve Bank should .show some indulgence to these indigenous 
bankers It may discount the bills of member banks up to 
50 per cent of the paid-up capital and resolves of a bank apply- 
ing for accommodation In oui country wheie banking habit 
is not well developed, tlie smallest rumour may cause a serious 
run on a bank A sympathetic handling of the situation by 
tbe Reserve Bank would thus be of the greatest importance 
Indian banks on tbe approved bst should get re-discount 
facihties at 1 per cent below r foreign banks In his editorial 
comments, the Editor of the Indian Finance wrote m this 
connection that “ The term Bankers’ Bank which is usually em- 
ployed m reference to a Central Bank, though no doubt, useful as 
depicting tbe cbaractei of its normal working, tends to create 
a misapprehension that tbe oidmavy banks axe, and ought 
to be, tbe chief beneficiaries of the activity of the Reserve 
Bank Occasions might conceivably arise when the Reserve 
Bank will have to carry out a policy wlucli is opposed to the 
narrow^ interests of the banks In India however, the immedi- 
ate interest of the country lies in the spread of the banking 
babit through an expansion, of the banking service to all parts 
of the country It is obvious that in securing this need, the 
Reserve Bank will have to take an active initiative , and 

F 
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tlic most handy instrument 1 , are tin* indigenous joint-stock 
hanks It is out of the question tint the mdntexmnts moes- 
surv for hanks to oigige in this net nits should he u\ ill lble to 
foreign institutions ’ s 

As TCgirdb the aircncv buMnus of the Deserve Bank 
there should ht no far oim d trial incut of tin Imperial Bank 
Tenders should he limtid from bulks on ipproved list for 
eoinpetitne tirms and eontruts for tgenev should he 
given affei due coiwdi ration of all < in must mci s Tin 
Imperial B ink should not therefore, he the soh agent as 
mentioned m the 'Ilnrd Mhtdule of the Reserve Bank Bill 
The question of special tonussion to tin Imperial Bank is 
proposed in the Bill docs not arise if the Imperial Bank 13 
not the s 0 ic audit 

Rico imfmi vnoxa oi Tiir Toint roMMirrri on 
Rusjum B\nk or Imuv Bun 

The Committee rtcommcndid a Slum holde rs‘ B ink by 
a majority 

Comtiiufion — The Central Board should consist of 35 
Directors as below — 

(ee) A Governor and two Depot v Governors to he 
appointed bv the Govornoi General in Council after considering 
the recomim ndations of the Bo ml m that behalf The Com- 
mittee iciepteel this proposal on the undor«taneling that there* 
must be prior consultatiem between the Gov e rnor Ge nc rat in 
Council and the Central Board before am recommendation is 
made 

(b) Four Dnectors to be appointed by the Governor- 
General in Council The Committee were assured m this 
connection that this power would he used to ensure that 
territorial 01 economic mteiests “which have* not secured 
adeejuate repiesentation in the* elutions Bhnll have such 
inadequacy collected by this means , hut we eonsider that 
m the instrument of instructions to the Governor-General 
a passage should he inserted making it clear that this power 
slioulel be exercised in the general manner indicated above 
anel in particular to secure adequate representation of the 
interests of agriculture and co operative banking if these 
interests had not secured such representation among the elected 
•directors ” 

(c) Eight Directors to be elected by shareholders, viz, 
two for the Bombay register, two for the Calcutta register, 
two for the Delhi register, one for the Madras register, one for 
the Eangoon register and one Government official to be nomi- 
nated by the Governor-General in Council The latter shall 


Inchan Finance, dated September 0, 1023 
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not be entitled to vote The Nominated Directors should 
hold office for five years 

There should be a Local Board for each of the five areas 
to consist of five members elected by the shareholders and 
three members to be nominated by the Central Board from 
amongst the shareholder on the register of that area In 
exercising the power of nomination, the Central Board “shall 
aim at securing the representation of territorial or economic 
interests not already lepresented” and particularly interests of 
agriculture and eo-operative bants 

No person should be appointed Governor of the Central 
Board unless he is a pci son of tested baulking expcnencc cover- 
ing a period of not less than five years The Government 
membeis pointed out “that commercial banking experience is 
not necessarily an adequate qualification for the head of a, 
Gential Bank, and that retent experience of other countries 
affords many examples of extiemely successful appointments 
of men who would have been excluded by the v, ords of our 
piouso ” "Many members of the Committee wanted to add a 
provision that out of the three Directors, viz , the Governor 
and Deputy Governors, at least one should he an Indian Tins 
was waived v\ hen the official members m charge of the Bill 
-were “prepaied to give a definite assurance in the Legislature 
that the Government \ull take account of oni representation 
and that it will be its policy in malang the first appointments 
and thereafter that at least one of the three shall be a qualified 
Indian ” 

No person v\ho has not some time been engaged m agricul- 
tural, commercial, financial or mdustual activities may be 
a member of a Local Board Salaned Government officials or 
salaried officials of a State m India, persons who are insolvent 
or of unsound mind, an employee of a bank or director of a bank 
other than a co-operative bank will not be entitled to become 
members of a Local Board 

Casual vacancies foi the post of the Governor or a Deputy 
Governor of the Central Board shall be filled m by the Governor- 
General m Council after considering the recommendation of 
the Central Board 

Gcneial Meetings of the Central Boaid — A general meeting 
shall be held annually at a place where there is an office of 
the Bank and two consecutive meetings shall not be held at 
the same place There shall be one vote for every five shares 
anti voting by proxy may be exercised The maximum 
number of votes to be exercised by a person shall be ten 

Shaie Capital — The original share capital is to be Bs 5 
crores and tlie nominal value of the shares lias beeu recom- 
mended to be reduced from Es BOO to Es 100 each Free 
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-marketability of sliaies from one register to another is recom- 
mended “If, contrary to our expectations, it iS found th.it 
one register is accumulating a large number of shares, nlnle 
another is bemg denuded by a really substantial percentage, 
the Government should consider the question of bringing 
for wild suitable amending legislation in order to rectify the 
position ” 

The nominal value of the shares originally assigned to 
-the various registers shall be as follows — 

Es 110 lakhs to the Bombay register, 

Es 145 lakhs to the Calcutta registei, 

Es 115 lakhs to the Delhi register, 

Es 70 lakhs to the Madras register, and 
Es 30 lakhs to the Eangoon register 
Rigid of Disci nmnaUon — Iso person shall be registered a 
shareholder who is not — 

(o) domiciled in India and an Indian subject of His 
Majesty or of an Indian State, or 

(b) “A Butish subject ordinarily lesident in India and 
domiciled m the United Kingdom or m any pait of Ills Majesty’s 
Dominions the Government of v Inch does not discmninate in 
any way against Indian subjects of His Majesty” or 

(c) “A company registered under the Indian Companies 
Act, 1913, or a society registered under the Co-operative 
Societies Act, 1912, or any other law for the time being m force 
in British India relating to co operative societies or a scheduled 
bank, or a corpoiation or company incorporated by or under 
an Act of Parliament or any law foi the time being in force m 
any part of His Majesty’s Dominions the Government of which 
does not discriminate m any way agamst Indian subjects of 
His Majesty, and having a branch m British India ” 

The Governor Geneial in Council shall, by notification m 
the Gazette of India, specify the parts of His Majesty s Domi- 
nions winch do not discriminate against Indian subjects of 
His Majesty 

Clause 15 lays down that the first Governor and the first 
Deputy Governors shall be appointed by the Governor-General 
m Councd on his own initiative and the first eight directors 
representing the shareholders shall also be nominated by the 
Governor-General m Council from the areas served respectively 
by the registers The non-official members of the Committee 
made it clear ‘that they would not consider anything less 
-than 75 per cent of the votmg directors as affording a proper 
representation of Indians We have received an assurance on 
behalf of the Government from the Government members of 
•the Committee that the Governor-General in Council will 
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exercise lm powers so as to ensuie tlie proper representation 
o£ Indians on the fiist Board ” 

Business which thu Bank that Transact 

The Bank should do the following kinds of business — 

(1) the accepting of money on deposit with interest fiom, 
and the collection of money foi, the Secretary of State m 
Council, Local Governments, States m India, local authorities, 
banks and any olliei poisons , 

(2) (a) the puichase, sale and lediscount of bills of 
exchange and promissory notes, di awn on and payable m 
India and arising out of bonafuU commercial or trade transac- 
tions, beanng tv o or more good signatmes, one of which shall 
be that of a scheduled bank, and maturing within 90 days 
from the date of such puichase or discount , 

{b) the purchase, sale and rediscount of bills of exchange 
and othei commeicial papci, which must be endoised by a 
scheduled bank, and wlucli is diann to finance seasonal agri- 
cultui.il opciations or the marketing of ciops and matuung 
within nine months , 

(e) the purchase, sale and rediscount of commercial 
paper beanng the signature of a scheduled bank and issued 
for the tiadiug m the securities of the Government of India 
or a Local Government or of ceitam States matuung within 
90 days , 

(3) («) “the puichase fiom and sale to scheduled banks 
of steiling m amounts of not less than the equivalent of one 
lakh of rupees” , 

(b) “the keeping of balances with banks m the United 
Kingdom” , and 

(c) “the purchase, sale and rediscount of bills of exchange 
(including treasury bills) drawn m or on any place in the United 
Kingdom and maturing within 90 days from the date of pur- 
chase provided that no such purchase, sale or rediscount shall 
bo made in India except with a scheduled bank” , 

(4) making loans and advances for not more than 90 
days to States m India, local authorities, scheduled banks 
and provincial co-operative banks on the secuuty of stock, 
funds, gold or silver, bills of exchange and promissory notes 
eligible for purchase or rediscount by the Bank , 

(5) the making of advances to the Governor- General m 
Council and to such Local Governments as may have the 
custody and management of their own provincial revenues, for 
a period of not more than three months from the date of the 
making of the advance , 
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(C) the is«ue of demand drafts made payable at its on n 
offices or agencies 

(7) tlie purchase and sale of Government securities of 
the United Kingdom maturing mthm ten years fiom the date 
of such purchase , 

(8) the purchase and sale of securities of the Govern- 
ment of India or of a Local Government of any maturity, or 
securities of a local authority m British India or of an Indian 
State as mav he specified by the Governor-General in 
Council on the recommendation of the Central Board 

“Provided that securities fully guaranteed as to principal 
and interest bv the Government of India, a Local Government, 
a local authority or a State in India shall he deemed to he 
secuiities of such government, oi authority or State ” 

The amount of such securities m the Banking Department 
sh ill he regulated as below 

(a) the value of such securities maturing after one year 
should not be more than the aggregate amount of the Bank’s 
share capital reserve fund and three-fifths of the liabilities 
of the Banking Department m respect of deposits , 

(b) the value of such securities maturing after one year 
shall not be moie than the total of tlie share capital, reserve 
fund and two fifths of tlie liabilities of the Department m 
respect of deposits and 

(c) the value of securities maturing after ten years is 
not to exceed the total of share capital, reserve fund and 
one fifth of liabilities of the Department m respect of deposits , 

(&) the custody of moneys, securities, etc , 

(10) the sale and realization of the property that may 
come into the possession of the Bank , 

(11) the acting as agent for the Secretary of State in. 
Council, the Governor-General in Council, any Local Govern- 
ment oi local authority m connection with the following 
business — 

(a) the purchase and sale of gold or silver, hills of ex- 

change securities or shares in any company , 

(b) the collection of proceeds by way of dividends, 

interest principal, etc , 

(c) the remittance of such proceeds at the risk of 

the principal by hills of exchange , 

(d) the management of public debt , 

(12) the purchase and sale of gold com and bullion , 

(13) the opening of an account with oi the making of 
an agency agreement -with a bank -which is the principal 
currency authority of any country , 
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(14) the boirowmg of money for not more than one 
month for the business of the Bank fioma scheduled bankm 
India and fiom an outside bank piovided the latter is the 
principal currency authority m the country The total amount 
of such bon on mg m India should not exceed the total capital , 

(15) the making and issue of bank notes 

Open Market Operations or Power op Direct Discount 

The Central Board or the Committee of the Central Board 
or the Governor, if, to the latter two, the power has been 
delegated, is of opinion that a special occasion has arisen making 
it necessaiy for the purpose of regulating ciedit m the interests 
of Indian trade, commerce, mdustiy and agriculture, the Bank 
can do the following — 

(а) piueliase, sell or discount bills of exchange and 

promissory notes though the papei may not beai 
the signatuie of a scheduled bank or a provincial 
co-operative hank , 

(б) make loans or advances repayable on demand or on 

the expny of fixed periods not exceeding 90 days 
against certain forms of security as mentioned m 
Clause (f) of Section 17 , 

(c) purchase or sell sterling m amounts of not less than 
the equivalent of one lakh of rupees 

“Provided that a Committee of the Board or the Governor 
shall not, save m cases of special urgency, authorise action 
without prior consultation with the Central Board and that 
m all cases action so authorized shall be leported to the 
membets of the Central Board forthwith ” 

Central Banking Functions 

(a) The Bank shall accept money for account of the 
Secretary of State m Council, Govemoi -General m Council, 
and Local Governments who have the management and custody 
of their own provincial levenues and make payments for them 
and shall do exchange, remittance and other banking business 
including the management of the public debt 

(b) These authorities shall entrust the Bank with their 
money, remittance, exchange and hanking business m India 
and shall deposit free of interest all their eatfi balances with 
Ilie Bank 

(c) The Bank shall he entrusted with the management 
of the public debt and with the issue of loans on conditions 
that may he agreed upon 

“In the event of any failure to reach agreement on the 
conditions referred to, the Governor-General m Council shall 
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decade aahat tin conditions shill lx* ’ Such in agreement 
shall he laid he fore the Legislature 

((7) The Bank shall base tin sole tight to issue notes for 
a peiiod to he deteiimncd In the Gorcrnor Geiuril m Council 
on the recommendation of the Conti.il Board Such hank 
notes shall hi legal tender throughout British India 

The Gosemoi Gmeial m Count il shall Mipeisede the 
Central Board and entrust the wmh to sonu othei igcm\ it 
the Bank fails to cans out its obligations 

Bi sjm ss xot Vriowin io thi BtMv 

The Bank c rnnot — 

(1) hare a dncct mteiest m any eoimnei ml undertaking 
except ashen it is nccessarv to satisfj its cl uni 

(2) pmcliase its ossn shires oi of ana othei hank or 
company and cannot giant loans upon the securita of any 
such shares 

(3) adannee monoa on the security of lminoa able 
propert y , 

(4) make loans oi ada nices 

(5) draaa or accept lulls pnahle otliensiso than on 
demand , 

(0) alloaa mteiest on deposits oi ument accounts 
Assrrs oi aur Issnr In i»am stL.hr 

(It The assets shall consist of gold com. gold bullion? 
steilmg sccunties, rupee eom and rupee secmities whose 
value anil not he less than the total of the liabilities 

(2) The aalue of gold com, gold bullion and sterling 
securities is not to he less thau taao fifths of the aalue of the 
assets 

<i) The amount of gold coin and gold bullion is not to 
be less than foity crores of rupees m value The London 
Committee had fixed it at 35 crores 

(4) The remaining assets shall he m rupee com, rupee 
secunties of the Indian Goa eminent, bills of exchange and 
promissory notes payable m Bnlish India as are eligible for 
purchase bv the Bank 

(5) The amount of Goa eminent of India rupee securities 
shall not exceed onc-fourtli of the total amount of the assets 
oi fifty ciores of rupees avhicheaei amount is greater, or, aaitli 
the previous sanction of the Goaernor-Geneial in Council, 
such amount phis a sum of rupees ten crores 

(6) Gold com and bullion shall he valued at S 47512 
giams of fine gold pei rupee, mpee com at its face valno and 
secunties at their market value 
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(7) Not less than seventeen-tv entictlis of the gold com 
and bullion shall be held m British India 

(8) The sterhng securities shall be of the following kinds 
payable m the currency of the United Kingdom, namely, 

(a) balances at the ciedit of the Issue Department 

with the Bank of England, 

( b ) bills of exchange having a matunty not exceeding 

90 days payable at any place m the United 
Kingdom, 

(o) Government securities of the United Kingdom 
maturing within live years 

Liabilities or the Issue Department 

The liabilities of the Issue Department shall be equal to 
the value of the cmrency notes of the Government of India 
and Bank Notes for the time being m cnculation The Issue 
Department is to take ovei from the Governor-Geneial m Council 
the liabihtv f oi all the cmrency notes of the Indian Government 
under circulation In exchange, gold com, gold bullion, sterhng 
secunties, rupee com and rupee securities shall be transferred to 
the Issue Department equal in value to the total amount of the 
Lability The total of gold tom, gold bullion and sterhng 
secunties transferred shall not be less than 50 per cent of the 
whole amount transferred and the amount of rupee com shall 
not exceed 50 crores 

“Piovidcd further that the whole of the gold com and gold 
bullion held by the Governor- General m Council m the Gold 
Standard Reseive and the Papei Currency Reserve at the 
time of transfer shall be so transferred ” 

If the amount of the rupee com is greater than 50 crores 
of rupees or one-sixth of the total amount of the assets, as 
shown m the weekly accounts, whichever is greater, “the Bank 
may deliver to the Governor-General m Council rupee com up 
to the amount of such excess but not without his consent 
exceeding five croies of mpees, agamst pavment of legal tender 
value m the form of Bank Notes, gold oi securities ” If it is 
less than 50 crores or one-sixth of the total value of the assets, 
whichever may be greater, the Governor-Geneial m Council 
shall deliver to the Bank rupee com up to the amount of such 
deficiency, but not without his consent exceeding five crores 
of rupees, agamst payment of legal tender value 

Ratio 

Clauses 10 and 41 have been lecommended to remain as 
they aie, i c , the Bank shall have the obligation to sell sterhng 
for immediate delivery m London at a late not below Is 5 ~ d 
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ptr rupee and <o bin stearlnur nt n rate mi higher linn D 
0 i/K«l per raper Pros id< d tint «<» por-on shall be entitled 
to recuse pot nu nt Tinlt’*- - Dtp Bank i *• *> *tnfit tl Unit tin pa vine nt 
of -Urling m London ha*- In on mult ’ 

]!u fflON 1 ' WITH VIII Dl ! Ill 3i^K^ 

The* numbir of tnnL 1 * - included m Do moml schedule is 
27 and tin dull bdmce -hall not !>>• bilow 5 jurunl of the 
demand lidnlitus md tno per cud of tie 4 time hibihtip' 
Lmbilitii- lull not inchidi the paid np t ijat d !1u- r<’nnc? 
or am erubt bdanu in tin nroftt and In- nuoimt of the* Bank 
or Du* loins boirouul from tin B ink 

If tin balmcf i« bt Ion tin minimum prt enbed, Dip 
ficlndulul hink mil pn to the Ki~ers<* B ink for each «tir h 
das paid nitercd at ? percent ibos« tlu* 11 mk Bate* on the 
amount hi uhuli tin hil'iiu r thi ILmtu Bank !*- ku 
than tin minimum prt scribed and if on flu* tin of tin neat 
return the Inline** i- still Lflov, Do* pn tribal minimum 
tlip rates of pt'nal interest Dnll be* tm rt i r ed to 7 ]ipr end ibove 
the Bank Kite for eith snbuquont d°s 

The tioaernor General m Co.m<iI '-hall direst Dip liielmiort 
of a bmk m the Int tif Mhednled bints jf its pud-up < apnal 
uid re mu is not h-s th m bit 1 ikhs of mpet - md can occlude 
a bank from such list if it - pud-up c*upit i! fall-! be lou rupees 
fne lakhs 


Ac PLi mi m unn u:r J'trntuj Brik 

{n) The Re«tne Bank should eater into an ngn count 
auth the Imperial Bank for a period of 11 scar-' and thereafter 
until teimmateel iftoi hsi seir- notice on either aide 

(f>) The urreomnt shall be conditional on the maintenance 
of a sound financial po-ition bi the Imperial Bank and if cither 
the conditions of the agreement are broken b\ the Impenal 
Bank or it fads to maintain a sound financial position the 
Govcrnor-Generd in Council on the recommendation of the 
Central Board can i-sue instructions to the Impenal Bank 
and if they are disregarded, the agreement may be terminated 

The terms of the agreement a« laid down m the Third 
Schedule are to be is be low — ■ 

(1) The Imperial Bank of India shall be Die sole agent 

of the Kcscne Bank of India at all places in British India 

s\ here the Impenal Bank has a branch which s\ as in existence 

at the commencement of the Reserve Bank of India Act 1933, 
and there is no branch of the Banking Department of tlio 
Kescrse Bank of India 
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(2) The Beserve Bank m consideration of this service 
rendered shall pay to the Imperial Bank of India as lemunera- 
tion a sum -which shall be for the first ten years during -which 
tins agreement is m force a commission calculated at one- 
sixteentli of one per cent on the first 250 crores and one-tlnrty- 
seeond of one per cent on the remainder of the total of the 
receipts and disbursements dealt with annually on account 
of Government by the Impenal Bank of India on behalf of 
the Beserve Bank of India The l enumeration shall be revised 
after 10 years and the remuneration for the ensuing five yeais 
shall be deteimmed on the basis of the actual cost to the 
Imperial Bank of India At the end of each quinquennial 
the remuneration shall be subject to revision duimg the life 
of the agreement In case of dispute regaidmg the said le- 
muneration, the decision of the Governoi -General in Council 
shall be final He may lequne the Imperial Bank to furnish 
such information as he thinks fit 

(3) In consideration of the maintenance by the Imperial 
Bank of India of branches not less m numbei than those exist- 
ing at the commencement of the Beseive Bank of India Act, 
1933, the Beserve Bank shall, until the expiry of fifteen years 
from the coming into foice of this agreement make to the 
Impenal Bank of India the following payments 

{a) nine lakhs of rupees annually during the fiist five 
years, 

(If) six lakhs of rupees annually during the next five 
yeais, and 

(c) four lakhs of rupees pei annum during the next 
five years 

(4) Without the appioval of the Beserve Bank of India, 
the Imperial Bank of India shall not open any branch m substi- 
tution for a bianch existing at the time this agi cement 
conies into force 

Power to Open a Branch in London 

In this connection the Committee write, “We considered m 
this connection wliethei ltvould bepioper to place a statutoiy 
obbgation on the Beserve Bank to open a branch m London 
We have noted that the piesent tendency among the Central 
Banks of the world is not to establish blanches outside their 
own countries but to employ other Central Banks as then 
agents at foreign centres While we should be unwilling to 
make any recommendation which could be constiued as a 
failure to appieciate the nnportance of international co-opeia- 
tion between the Cential Banks of various countries, we can- 
not accept the view that the practice of other countries aftords 
an exact paiallel to the particular case of India as regaids 
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•and the Cential Banking Enquny Committee also started on 
the assumption that it would be a State Bank A Share- 
holders’ Bank does not seciuc freedom fiom political influence, 
because the Bill does not seek to lemove the influence of the 
Secretary of State who repicsents politics as much as the future 
Indian Minister and hence it does not secure the fieedom from 
political influence which the Government claims In eithei 
case the Secretary of State will have determining voice, but 
m case of a Shareholders’ Bank, he will be immune from the 
criticisms of the Indian pubbe and of Legislature 

(2) Sevcial countnes of the woild, notably Australia 
and Sweden, have State Central Banks The future trend 
of the monetaiy policy and the working of Cential Banks 
cannot be piedicted , but the theory of Cential Banking is m 
the melting pot , and the othei countries may have to follow 
America in the Government taking active and effective part 
m the control of their monetaiy policy “Consequently the 
aignment m iegai d to the example of othei countries has 
not much force until the conditions of the woild are settled 
dow n and w e know the nature and significance of the profound 
changes that are taking place Even in England, the Conserva- 
tive G oi eminent are finding it necessaiy to effect changes 
in the admimstiation of the Bank of England with a view to 
allow greater voice for the Tieasury ” (Page 16 of the Rcpoit ) 

The arguments for a State Bank are summarised by them 
as follow s — 

(1) Tn times of crisis the Government assumes entire 
lesponsibilitv of the administration of Cential Banks The 
Cential Bank functions smoothly only in normal tunes and foi 
such times shareholders are as much unnecessary as the State 
It is the Governor of the Bank that counts 

(2) The State Bank will always command a gieatei 
confidence of the public than a Shareholders’ Bank in a country 
like India 

(3) Almost entirely the profit will be derived from State 
support , and it is therefore desirable that the tax-payers 
should get the utmost benefit of the profits 

(4) Shareholders do not form a satisfactory electorate 
as those who live at a great distance seldom come to attend 
meetings 

(5) In the case of a private Bank there will be no 
machinery to demand and enforce larger reciuitment of Indians 
m the othceis and subordinate giades It is only m the case of 
a State Bank that the policy of Indiamzation can be effectively 
pursued. 
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The dissentients point out that if their scheme of a State 
Bank is not accepted, the following changes should be intro- 
duced m the Shareholders’ Bank scheme — 

(a) 75 per cent of the Directors or members of the Local 
Boards mnst be native Indian subjects of His Majesty This 
condition was accepted by the External Capital Committee 

(&) The Reserve Bank should establish its own branch 
m London, vliich should hold entirely the foreign balances 
and reserves of the Government of India 3Ir Basil and Mr Ram. 
Saran Das disagree to this 

Reserve 

Regarding the amount of Reserve and the nature of external 
Resene three important factors should he considered 

1 Pappr notes m circulation amounting to Rs ISO crores. 

2 The silver rupees in circulation i\ Inch are notes printed 

on silver 

3 Annual external obligations roughly amounting to 

70 crores of rupees 

In view of these faetois, it is suggested that the external 
reserve should be sixty per cent of the liabilities m place of 
50 per cent as proposed m the Bill The Hilton-Young 
Commission had recommended the Reserve to be Rs 118 crores 

As there is to be au obligation on the Imperial Bank to 
offer free remittance to the scheduled banks from currency 
chests, it is suggested that the latter in turn should make inter- 
branch transfers for their constituents free of charge 

To give impetus to branch banking the Reserve Bank 
should maintain a list of approved banks They should be 
hanks registered in India and should satisfy some minimum 
criteria regarding the capital and balance-sheet Any such bank 
opening a branch in a place where there is no branch of a 
scheduled bank, should he entitled to an interest-free deposit 
of Rs 3,00 000 from the Resene Bank for the first tvo years 
and Rs 2,00,000 for the next two years 

Ratio 

They do not regard the ratio question outside the province 
of the Reserve Bank Bill The Reserve Bank will be responsi- 
ble for maintaining the exchange within prescribed limits 
This is particularly important in the case of India as she lias 
large remittances to make 

‘'This fact is being fully appreciated in devising the plan 
for a Reserve Bank for Yew Zealand Since England went off 
gold standard, Yew Zealand pound has depreciated by 10 
per cent But m planning the scheme of the Reserve Bank, 
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-the authorities realized that m view of the Bank having to 
fulfil the external obligations of the country, the depreciation 
of 10 per cent was not enough It has now been decided to 
have a further lowering of the ratio by another 10 per cent 
In the same way, the ratio is, we are convinced, part and parcel 
•of the proposal to establish the Reserve Bank of India ” 

“In oui opinion the 1.8 d ratio has done great harm to 
the country The gravity of the harm done can be reahzed 
•fiom the fact that India, which enjoyed, almost umnter- 
luptedly, a favourable balance of trade m merchandise to the 
•extent of about Bs 80 crores per annum, had only a merchan- 
dise surplus of Rs 3,38 crores m 1932-33 ” 

“Out of the normal surplus, India was finding it possible 
to meet her recurring external obligations and also to import 
■treasure for the requirements of the population Our foreign 
commitments are now being met by the export of ‘distress 
gold’ This export cannot continue for long Unless adequate 
measures are adopted to restore the favourable balance of 
trade m merchandise to the level of our foreign commitments, 
the Reserve Bank will bo faced with an embarrassing situation 
right at the commencement as soon as the exports of gold 
cease or fall oh ” 

“We are definitely of the opinion that m view of the 
successful way m winch countries like Hew Zealand and 
Australia have brought about favourable balances of trade by 
depreciating their currencies, India, too, should lower her ratio 
before inauguration of the Reserve Bank ’’ Since September 
1931, pound sterling has been allowed to depieciate to such an 
extent as the British Monetary authorities regard svutable m 
relation to their economic conditions When the rupee is linked 
to bterlmg, it is assumed that economic conditions are the same 
m England and India If tins weie so the movements m the 
Index of wholesale prices m India should correspond to the 
movements m the Index in the United Kingdom Really it 
is not so In the United Kingdom the Index of wholesale 
prices has gone up by 3^ points between September 1931 
and August 1933 In the case of India, it has gone down by 
3 points during the same period This difference of Cl points 
between the level of prices m the two countries conclusively 
shows that the rupee is over-valued In view of these facts, 
the lowering of the ratio is regarded as the first step in raising 
the level of prices 

Right to Amend the Reserve Bane or India Act 

In one of the Notes of Dissent by Sir Sant Smgb, a ease 
rs made out for tbe fact that the Indian Legislature should 
have the right to amend m future the Reserve Bank Act “We 
consider this right to he of such a fundamental character as 
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to make tlie details of the Bill much less important If the 
Indian Legislature of the future is denied the right to take 
such matters into consideration as may he approved of or 
permitted by the Goi ernor-General on the advice of his 
Ministers the Beserve Bank will be fettered m laying down 
the Currency and Exchange policy of India Unless the matter 
is cleared up to our satisfaction it will be our duty to advise 
the Legislature not to proceed ruth the consideration of the 
Beserve Bank Bill ’ (Extract from the Statement handed 
over to the Chairman by tvehe members of the Joint Com- 
mittee on Beserve Bank of India Bill quoted m the Minnie 
of Dissent, page 20 ) 

AxrEXDWExis judc by the L\dia.x Legislature 

The Indian Legislative Assembly passed the following 
amendments to the Reserve Bank of India Bill — 

(1) “Ko person w ho having been duly registered as a 
shareholder ceases to be qualified to be so registered shall he 
able to exercise any of the rights of a shareholder otherwise 
than for the purpose of sale of his shares ” 

(2) The share capital of the Bank can be mcieased or 
decreased on the recommendation of the Central Board with 
the previous sanction of the Governor-General in Council 
and with the approval of the Central Legislature to such an 
extent and m such a manner as may be determined by the 
Bank in a general meeting 

(3) The proposal for the compulsory establishment of 
the London Branch was earned It would thus be obligatory 
on the Central Board to open a branch of tbe Bank m London 
at the commencement of its operations m India The follow- 
ing arguments were advanced m favour of the proposal — 

(a) The London Branch wonld provide valuable opportu- 
nities to Indians to get training in banking and to come into 
contact with international banking experts 

{&) The London Branch would do more economically the 
work m connection with Home Charges and other operations 
of the Beserve Bank 

(c) It would cause a great saving in commission and 
other charges which India would otherwise be paying to 
England 

(d) The absence of the London Brandi might involve 
dictation by the Bank of England In tins connection the 
Government of India’s Despatch to the Secretary of State 
was quoted m which it was stated that the Beserve Bank 
Branch m London should work on lines approved of by the 
Bank of England 
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The following arguments were advanced against the 
proposal — 

(а) The progress m India could best be made by interna- 
tional co-operation 

(б) It would create suspicion m London and lead to 
undesirable repercussions 

(c) The Bank of England would be prepared to give 
much better facilities for training Indians than could be 
provided by the London Branch of the Reserve Bank 

(d) A biancli of the South African Iteseive Bank was not 
considered fit to be opened m London though South Africa 
had an enormous business to transact in the international 
financial centre The proposal for the London Branch was 
earned 

(I) The Bill as emerged from the Joint Committee 
contained a clause to the effect that the Governor of the 
Reserve Bank should be a person possessing tested banking 
experience of not less than five years This clause was pro- 
posed to he deleted and the amendment was earned It was 
pointed out m favour of the clause that the words “tested 
banking expenence” found place in the legislation recommended 
by the Macmillan Committee for the Canadian Cential Bank 
and that the South Afiican Act went a step further m this 
aespect by stipulating that the Governor should be a resident, 
of South Africa The motion for the deletion of the clause 
was passed 

Amendments were also moved to lowei the latio and a 
spmted debate took place m tins connection The piotagomsts 
of the lower ratio, or of a change in the ratio, pointed out that 
India’s gold resources had been depleted, her balance of trade 
had been considerably reduced and it had mci eased the burden 
of rent and land levenue by lowei mg the prices of primary 
commodities A change m the ratio was consequent^ necessary 
to piovide lelief to agriculturists The arguments advanced 
.against a change m the latio were that it Mould increase the 
buiden of Home Charges and consequently higher taxation 
■would be necessary The lowei ratio would be beneficial only 
to middlemen and cultivatois would not gam and it would 
be agamst the best interests of the workers Sir George 
Schustei referring to the ratio quoted the language of the 
London Committee’s Report that pi o visions m the Bill weie 
designed to make clear that there would not be any change 
m the (le facto situation by the meie coming into operation 
of the Resen e Bank Act The Finance Membei added that 
“Government takes a stand on that Report We cannot 
regard the ratio as arising on this Bill at all If we had thought 
that oui introduction of the measure would be made an occasion 
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for attempting to revise the piesent ratio position ire should 
never have introduced the Bill The question uhich I hare 
to ask the Legislature is -whether they -want the Reserve Bank 
and not whether they rant the present ratio We do not 
seek to get any new confirmation of that from the Legislature 
That already has a statutory force and we don t seek or need 
to strengthen it ’ The Assembly endorsed the provision of 
the Bill regarding the ratio and negatived the amendments 
thereto 

Critic ism of the Scheme 

The Reserve Bank Scheme as embodied m the Reserve 
Bank Bill is open to criticism in the following respects — 

(1) One of the fundamental provisions of the Charters- 
of Central Banks all over the world is that every shareholder 
must he a person belongin'* to the nationality of that country 
and even if non-nationals are allowed m some cases to become 
shareholders thev are not allowed to vote at general meetings* 
This fundamental point uas conceded by Sir Basil Blackett 
in 1928 

(2) The power of nominating directors should not have 
been vested in the Governor-General but should rest with the 
Federal Minister of Finance subject to the approval of the- 
Governor-General, if necessary 

(3) The maintenance of the existing ratio intact is- 
obviously disadvantageous from the point of view of India 

(4) It should have been made obligatory upon the Govern- 
ment to undertake the purchase of gold and to stop gold 
exports Tins is what other countries have been doing in ease 
of necessity 

(3) The preferential advantages eiven to the Imperial 
Bank are unnecessarv 
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Indian Currency and Exchange 

lx northern India since the time of Akbar, currency had 
•come to consist of the gold Moliur and the silver rupee and both 
neighed 175 grains troy In southern India gold was the 
principal currency as undei the Hindu rule preference was 
given to the yellow metal Aftei the downfall of the Moghal 
Empire a very large nunihei of small independent states sprang 
up which signali/cd then independence by adopting special 
coins of their own When the English East India Company 
came into power in India, a very large numbei of gold and silver 
coins w ere m circulation m the country without any relation 
to one anotlioi 1 The result w as that the services of appraisers 
"became indispensable to asceitam the value of coins The 
trade of the Company was greatly hampered by this state of 
the Indian currency system Thus a scries of experiments 
"began m the currency sjstem of India 

The history of Indian currency m the 19 th centrny can 
Tie divided into four periods 2 — 

(1) In the fn it pa tod from 1801 to 1835 attempts were 
made by tlie Company to adopt a uniform rupee foi their own 
territory Botli gold and silver coins were simultaneously issued 
with the stamp of the Company with a definite legal ratio 
and weight and fineness Owing to the fluctuations m market 
puces of the tw o metals, it was found impossible to maintain 
the legal ratio In 1818, the silver rupee of 180 giams, ll/12tli 
fine was substituted for the gold pagoda m the Madias Presi- 
dency Though the coinage of the latter was stopped, gold 
coins could be issued to suit the convenience of the public and 
they were to be received and paid at all the public offices at 
such rates as wcie to be determined from time to time In 
1823 the Bombay lupee was made identical with the Madras 
■rupee and in 1835 the Indian rupee m its present form and 
weight was issued which was identical with the Madras rupee 
of 1838 It was made legal tender throughout the Company’s 
possessions and mints w T ere opened to its freo coinage Tlie 
Indian currency system thus became the silver stand aid m 1835 
and remained so till 1893 

(2) In the second period from 1835 to 1874 attempts 
"were made to introduce the gold standard, hut m the latter 
.year the proposal was definitely lejected by tlie Government 


1 Macleod, Indian Currency, p 13 

2 Findlay Shuras, Indian Finance and Banking, p 93 
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of India Tlie Government issued a Proclamation m 1835 
authorizing the public treasuries to receive freely the gold 
mohuis at then face value at the rate of 15 1 Owing to the 
diseovenes of gold m 1818 and 1819, gold depi eciated m terms 
of silver It became cheap in the market as compared with 
its mint ratio People began to make payments m gold and 
the Government had to withdiav then Proclamation of 1841 
Af tei 1850 the production of silver did not keep pace v ith its 
demand and there w as a great scarcity of money in the market 
A demand grew up among businessmen for a gold currency 
and m 1864 the Government issued a Notification by which 
sovcieigns and half sovereigns were to be received at 
Goiernment Treasuries at Rs 10 and Rs 5 respectivelv 
The Mansfield Commission m I860 recommended that gold 
coins of the face value of 15, 10 and 5 mpees should be 
issued and that the currency should consist of gold, silver 
and paper The Government did not take any action 
on the report of the Commission By a Notification m 1868 
the Government raised the rate for the leceipt of sovereigns and 
half sovereigns to Rs 10-4 and Rs 5-2 respectively The 
Government thus showed tlieir ultimate desne foi a gold cur- 
rency In 1872 Sir Richard Temple suggested a gold standard 
and currency and urged the appointment of a Commission, 
but m 1874 the Government decided not to accept the proposal. 

(3) The Hi nd penod from 1878 to 1893 ends with the 
appointment of the Herscliell Committee During this period 
the price of silver w as falling and that of gold was using very 
much With the depreciation of silver the gold value of the 
rupee w as falling heavily so much so that exchange fell from 2s. 
gold in 1871 to about Is 2d m 1892 The white metal was 
being imported m laige quantities and heavy coinage sent up 
prices in India a good deal From 1874 to 1878 there was an 
agitation in India for closing tlie mints to the free coinage of 
silver with a view ultimately to the adoption of the gold 
standard In the latter year the Government themselves made 
a proposal to the Secretary of Slate for a gold standard for 
India, but the British Treasury to whom the matter was 
referred advised that “it was better to sit still than to have 
recourse, under the influence of panic, to crude legislation the 
result of which cannot be foretold and the effect of winch cannot 
be measured ” India consequently supported bimetallism , 
but the scheme fell through as England was opposed to the 
system 

(4) In iho fouith pel tod from 1893-1898 the value of silver 
continued to fall and the American Government repealed the 
Shernron Act according to which they were purchasing 54 mil- 
lion ounces of silver for annual coinage This made the posi- 
tion of the Indian rupee more precarious than ever before and 
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m 1891 the Government of India again approached the Secre- 
tary of State with a proposal to close the Indian mints to tlve 
free coinage of silver m older eventually to introduce the gold 
standard if the Biussels Conference which was then sitting did 
not succeed The Herschell Committee to whom the pioposal 
was referred foi investigation and report, approved of the pro- 
posals of the Government of India with certain modifications 
They recommended <t sort of limping standard under which 
there was to he no free coinage of gold or of silver The rupee 
was to continue to lemain full legal tender and gold was to be 
used only partially foi currency purposes during the period of 
transition, at the end of wlncli steps were to be taken to 
introduce gold standaid 

The recommendations of the Committee veie accepted 
by ITei Majesty’s Government and m 1893 an Act was passed 
to amend the Coinage Act of 1870 and the Indian Paper Cur- 
rency Act of 1882 Indian mints weie to be immediately clos- 
ed to the free coinage of silver, but the Government retained 
power to com rupees on then own account On the 26tli of 
June 1893 three Notifications weie issued, wdieieby arrange- 
ments were made for — 

(1) the receipt of gold at the rate of 7 5334 f giains of line 

gold per rupee 

(2) the acceptance of sovereigns at Rs 15 , and 

(3) the issue of currency notes m exchange foi soveieigns 

or gold bullion 

The objects Avere to arrest the fall in the exchange value 
of the rupee, to encouiage the impoit of foieign capital, to 
familiarise the people with the use of the gold sovereign and 
finally, to discourage the imports of silver The intention was 
ultimately to introduce gold standard to link India immedi- 
ately Avith gold standard countries, but a period of transition 
A\as legarded as necessaiy befoie the actual mtioduction of 
the gold standard 

In 1898 the "Fowler Committee Aims appointed to consider 
and report on “The proposals of the Government of India for 
making effective the policy adopted by Her Majesty s Govern- 
ment m 1893 and initiated m June of that yeai by the closing 
of the Indian mints to what is known as the free coinage o 
silvei That policy had foi its declared object the establish- 
ment of a gold standaid foi India ” 3 

Proposals before the Foavler. Ooaiauttee 

The Committee consideied a numbei of proposals, and the 
folloAving Avere the chief among them ■ 


3 Fouler Committee Report paia 1 
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(a) That of the Gornnmcn* of India — The Government 
of India proposed that montj should lx borrowed m Bngland 
and n portion of it should be remitted to India in the form of 
gold to sere o as the basis of gold r< sen e In order to mise the 
gold a alue of the rupee to In id a certain number of rujecs 
were to be nailed lftcr being withdrawn from circulation 
The silver bullion so obtained w is to be sold for gold winch was 
to be added to the redone and the Goa eminent weie not to 
part with am gold in their possession until the exchange a able 
of the rupee hid come up to 1\ Id Till that time gold aaas 
not to be niadi hgal tender though th it was to lx the ultimate 
goal of the eurrenca polxa The Fowler Committee did not 
agree with the aiew of the Goa eminent that “the rise m the 
exchange v'due of the rupee aaas entirely due to the contrac- 
tion of currency, ’ and held that “ the forces which attect the 
gold a alue of the rupee are compile ited and obscure m their 
operation ’ ' The v did not recommend, therefore the drastic 
action of blither eontiactmg the eurrenev as such action aaas 
likela in their opinion to accentuate the stringency in the 
Indian monea market and proaohe the opposition of the busi- 
ness eoimmuuta in India 

( b ) 7 hi Ltiuhay Schrmc — Lmd«m was the deputy Socre- 
tara ind Treisurer of the Bank of Bengal and his scheme 
though rejected ha the Fowler Committee closdv resembled 
thi plm idoptcd afterwards Its essence was to make the 
rupee the circulating nxdinm m India and gold aaas not to be 
nude leg il tender According to the scheme a long period 
loan of t 10 million was to be raised in London to be kept 
there >s Gold *Stindard Bescrae bteibng drafts aa ere* to be 
drawn on London m India for not less than i. 1,000 at the 
rate of Is to the rupee and were to be met from the Gold 
standard L’eservc This was designed to prevent a fall in the 
value of the rupee below la id 

In Loudon rupee drafts were to be sold for not less than 
Its Id 000 at le 4 3 /Kid to the rupee and aacre to he paid 
-at Calcutta and Bombay Jf is a result of selling stcrbng drifts 
in India, there was an excessive accumulation of rupees here 
and undue depletion of the gold reserve in London the excess 


4 The main causes of the rise m tin mint of the rupee atere — 

(a) the contraction of currcnca due to the cloMng of the mints 
to the fret coinage of <-ila ei 

(h) the increase m the demand foi monea bee 111=0 of the expan- 
sion in trade, mihaaa deaclopnicnt nr>d lm^ntion works, 
etc , 

(c) the snapping of the link between the rupee com .and the 
metal Miter of which it w a - made making it possible 
foi the fomiet to rise m a alue arlnle the lattei was 
depreciating 


INDIAN CVRREXCl t\D LXCUA^Gi: 223 

of 1111 ) 00 ? was io be sold ns bullion and the pioceeds weie to be 
credited to the Gold Standard Rosen c m London In case 
the stock of rupees was not adequate to meet rupee drafts in 
India, silver was to bo purchased out of the Gold Standard 
Rosen e in London to be coined into mpees in India They 
rejected the scheme foi two reasons Fnstly, it would check 
the flow of foreign capital into India hut foreign capital was 
ver\ necessary to develop Indian economic resources and 
secondly, if made permanent, the plan would hase India’s gold 
standard for all tune oil the "old resene m London amounting 
to a few million pounds sterling Theie would be a liability 
to pay gold in London for rupees tendered m India to an 
unlimited extent 

(<) Siho Monometallism — The Committee rejected the 
plan because it had no advocates left now and poisons like 
Sir Janies Westland who m 18 3d had vehemently opposed 
the closing of the mints to the fiee coinage of sihci were strict 
opponents thereof m 1838' The case foi its restoration was 
rendered veiv weak In its actual discontinuance since 18^3 
Ricommi Mimo>s or this Fowi rat Commcltij 
T he Fowlei Committee “ Looking forward to the 
effective establishment m India of a gold standnid and cur- 
rency based on the jmnciples of the fiee inflow and outflow of 
gold,” recommended the following measure s r — 

(1) The Indian mints should continue closed to the 
unrestricted commie of silver and should be opened to the 
nnrestuctod coinage of gold, 

(2j the sovereign should he made a current com and 
legal tender , 

(3) the ratio between the rupee and the pound storlmg 
should he Its 15 to the £ ? c , the exchange value of the rupee 
should he Is Id , 

( 1 ) no legal obligation to give gold for rupees for merely 
internal purposes should he accepted , but 

( j) the net profit on the coinage of rupees should be held 
m gold as a special reserve ancl made ficcly available for foreign 
remittances whenever exchange fell below gold specie point, 

(G) the Government should continue to give rupees for 
gold, but fresh rupees should not be coined until the propoi tion 
of gold m the currency was found to exceed the requirements 
of the public 

The Committee thus accepted as their model the limping 
standard adopted by the Latm Union and the United States- 


B See Knle, Vol II, Seventh Edition, pp 108-00 
0 Foiotei Committee Report, para 51 
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under which both gold and silver were unlimited legal tender 
with a fixed legal ratio but mints weie thrown open to the free 
coinage of gold alone 

These recommendations were accepted without qualifica- 
tion by the Secretary of State who on the 25tli of July 1899 
requested the Government of India to make preparation for 
the coinage of gold 

(i) Gold CuejieinCi 

Negotiations u ere set. on foot for starting a gold mint m 
India but they proved fruitless because of the opposition of the 
British Treasury who asked the Secretary of State to reconsider 
the v, hole question and said ‘ that sovereigns w ere being 
leadily attiacted to India whenever required, and that there 
was no leason for believing that the position of the gold standard 
m Indi i would be strengthened, or public confidence in the 
intentions of the Goi eminent of India confirmed, by the mere 
provision of machinery foi the mannfactiue of gold coins in 
the country Thev furthei pointed out the practical difficul- 
ties m the way of the establishment of a branch of the Boyal 
Mint in India, an anangement vhich they described as ano- 
malous, and likely in practice to give rise to inconvenience 
and possible friction ’ The GoiernmVnt gave up the schcmi 
m the absence of an assurance that a regulai -supply of golc 
would be available for minting as the), chief Indian minin' 
companies had made arrangements for tile regular sale of thei: 
gold outside the country and i\ere not likely to alter thosi 
arrangements at an early date 

In 1900 the Goa eminent made an attempt to issue sove 
reigns m circulation and instructed the railv ays and othe: 
government bodies to recene and pay sovereigns for their tians 
actions This vas famine time and the attempt failed becausi 
of the Ion purchasing power of people then pievaibng through 
out India u hen the sovereign was unsuitable 

In 190° the Government of India applied to the Secretaij 
of State for a holding of about § 9 million bquld gold in tin 
Papei Currency Beserve, m order to make a gold currency pos 
sible and they pointed out that the popularity of the sovereigi 
was rapidly increasing till checked bv the crisis of 1907-0: 
and that sovereigns were actually changing hands at a premiun 
even m the chief commercial centres of the country, while fo 
ordinary purposes they weie practically unobtainable Th 
Secretary of State rejected the suggestion on the ground tha 
they might cause the periodical recurrence of a stringency n 
the Loudon money market 

In 1912 the Government of India again urged the openmj 
of a branch of the Koval Mint in India and the Secretarj o 
State got into touch with the Treasury and replied that if th 
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two alternatives suggested by the Treasury “ are dismissed, 
it will remain to eonsidei whether it is desirable to produce 
at one of the Indian Mints a separate Indian gold com of the 
<lenommation of, say, Rs 10 , tins course would be inexpen- 
sive and would avoid the interference of the British authorities 
m your general coinage operations ” and that he would be 
■prepared to sanction the issue of such a com 

The Government of Incba accepted the proposal of the Secre- 
tary of State and xequested lum to sanction the scheme The 
latter informed them suggesting that the usual procedure for 
eliciting public opinion m India should be followed befoie any 
final decision was taken and later on he wiote that the ques- 
tion of gold coinage should be left to be investigated by the 
■Chambeilam Commission 

During the War the Bombay Mmt was made a branch of 
■the Royal Mint for the coinage of sovereigns for a short period 
The Babington Smith Committee m Paragraphs 66 and 67 of 
-their Repoit recommended that “the Branch of the Roval Mint 
which was opened m Bombay during the Wai for the coinage 
of sovereigns and half-sovereigns and has since been tempora- 
rily closed, should be reopened, and that arrangements similar 
to those m force m the United Kingdom should he made for 
the receipt of gold bullion for the public for coinage The 
Government of India should announce its readiness to receive 
gold bullion from the public, whether refined or not, and to 
rssue gold com m exchange at the rate of one sovereign for 
113 001G grams of fine gold, subject to a small coinage charge ” 

In January 1922 the Finance Member m the Legislative 
Assembly speaking on the Resolution of Sir Yithaldas Thacker- 
•say on cunency and exchange gave a guarantee for opening 
Indian Mints to the free coinage of gold when he said, ‘ He 
is well awaie, Su, that it was a cardinal feature m the pobcy 
•of the Babington Smith Committee that the Indian Mints should 
be opened to the fiee coinage of gold Indeed, one of the 
intentions of the Committee m fixing the rupee on a gold basis 
was to permit of the free use of gold currency in India, and 
■the opening of the Mints to the free coinage of gold is an aid 
to such a process, though of course it is not m itself an essen- 
tial condition of it ” In short, this is the histoiy of the various 
attempts made by the Indian Government and the public to 
.get a Mmt for gold opened m India as lecommended. by the 
Fowler Committee 

(nj Gold Standard Reserve 

Another nnportant recommendation of the Fowler Com- 
mittee was that “any profit on the coinage of rupees should 
not be credited to the revenue or held as a portion of the ordi- 
nary balance of the Government of India, but should be kept 
8 
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an gold as a special reserve, entirely apart from tlie Paper 
Currency Reserve and tlie ordinary Treasury balances 

The u ay m which the departure u as made from this 
recommendation is described below 

In September 1900, the Government pi oposed to inaugurate 
this special reserve of gold The profits of coinage for the 
preceding year — foi it was in 1899 that rupee coinage was for 
the first time undertaken after 1893 — amounting to £1 
million were not available temporarily as they had been used 
to meet the pressing famine demands 

The Viceroy and the Finance Member m 1909 disagreed 
on the policy to be adopted with regard to the gold holding- 
m the Paper Currency Beserve and referred the matter to the 
Secretary of State who gave a decision regarding the Gold 
Standard Ecserve and not regarding the actual holding of gold 
m the Paper Currency Reserve, a matter which was referred to 
him 

In 1907 in response to the recommendations of the Mackay 
Committee, the Secretary of State decided that £ 1 million 
out of the profits on coinage might safely be diverted from the 
Reserve to he utilized on railway capital expenditure This- 
was contrary to the recommendations of the Fowler Committee- 
and against the wishes of the Indian commercial community 
Mho v , ere not consulted on the point 4 Later on it v as decided 
that half the profits on coinage should be spent on railway 
capital expenditure 

In 190S the Secretary of State telegraphed to the Govern- 
ment that the balance of the Gold Standard Reserve would be 
lent on security on short temporary loans The Government 
of India represented to tlie Secretary of State on the following- 
points in connection v ith the Gold Standard Reserve in 1909 — 

Firstly the whole of the profits on comage should be de- 
voted to the Gold Standard Reserve and should be held m a 
liquid form and that any failure to fulfil the “ definite pledge- 
of our active support of the Gold Standard either 
through the exhaustion of the Reserve or for other cause 
v. ould shake the public confidence m our currency policy to a 
degree which it would be difficult to estimate * (Para 2 of 
the Government of India's Despatch 2s o S9 of the 1st Apnl, 
1909 quoted bv Sir Purushottnmdas Thakurdas m his Minnie of 
Dissent to the Hilton-young Commission Deport ) They pointed 
out that it was the intention of Lord Curzon’s Government to 

Fender Committee litpor', pm a CO 
6 Minute of Dissent of Sir Purushottamdas Thakurdas to the 
Report of the Roval Commifsion on Indian Currency and Finance, 
para 23, p 109 
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"keep the reserve m liquid gold in. India and that otliei countries 
■were careful to retain the ultimate foundation of their credit m 
Tiullion and that their strength in combating a low exchange 
■depended on their ability to reduce the supply of rupees and to 
simultaneously augment the supply of gold “ At piesent we 
can only reduce the supply of rupees , for oui gold has aheady 
been put on the market , and all that is meant by reabzmg 
it is the transfer of certain securities from Government to 
anotliei holder ” They also referred to the huge loss of about 
£ 15 million gold winch took place between 1907 and 1909 
as a result of large sales of securities whose prices fell veiy 
much 

Secondly, they requested him to reconsider his decision 
of utilizing half the profits on coinage for capital expenditure 
, on railways and urged upon him the necessity of allowing the 
future profits on coinage to pass into the Gold Standard Reserve 
without deduction, until the Reserve stood at a much higher 
■figure The Secretary of State refused to accede to the request 
of the Government of India “ in view of the pecuniary dis- 
advantage of holding a part of the Gold Standard Reserve m 
.gold ” and he accepted the responsibility for realizing gold secu- 
rities instead of gold when occasions aiose 

The Secretaiy of State further informed the Government 
-that he would shortly revive the arrangements which were in 
force m 1905, 1906 and 1907 for the purchase of gold m transit 
to England as the stock of gold exceeded £ 5,000,000 In 
those years gold destined for India was bought m transit by 
the Secretary of State fiom the Exchange Banks, and diverted 
to England by Council Drafts winch carried special rates thus 
to attract gold 

Main departures fiom the recommendations of the Com- 
mittee summarised — 

3 The idea of a gold Mint foi India was dropped m 1902 

2 The coinage w as resumed m 1899 and 1900 to meet the 
meeds of the public 

3 Sovereigns uere issued m 1900, but could not cnculate 
owing to famine conditions and the Government admitted 
defeat very soon 

d The Gold Standard Reserve was formed m 1900 , but 
profits on coinage of the piecedmg year weie temporarily 
unavailable 

5 In 1907 £ 1 million of gold out of the profits on coin- 
age was diverted for railway capital expenditure to which 
later on half the profits were to be diverted 
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6 A portion of the Eeserve since 1900 began to be in- 
vested in short-term gold securities and gold was located in 
London and not in India 

I Eeverse Councils were sold on London m 1907-08 

8 “But when, in 1909, the Government of India reported, 
that sovereigns were in demand and at a premium, the refusal 
of the Secretary of State to permit a substantial holding of gold 
m India, in order to make a gold currency possible, marked 
a dehberate departure from the Government’s policy as laid 
down in 1899 

In taking these steps the Government diverted m a sub- 
conscious and tentative measure in the direction of the Gold 
Exchange Standard The offer of the Secretary of State in 
1904 to sell Council Bills indefinitely and the sale of Eeverse 
Councils m 1907-1908 enabled the Government to come nearer 
the Lindsay Plan and to move away from the path laid down 
by the Eowler Committee, namely, the ultimate adoption of 
the gold standard 

Mechanism of the Gold Exchange Stand aud 

The Gold Exchange Standard winch remained m opera- 
tion from 1898 99 to 1915-16 has been summarised by Mr. 
Keynes as below — 

“ (1) The rupee is unlimited legal tender and, so far as 
the law provides, inconvertible 

(2) The sovereign is unlimited legal tender at £1 to lu 
rupees and is convertible at this rate, so long as the Notification 
issued m 1893 is not withdrawn, i e , the Government can be 
required to give 15 rupees m exchange for £1 

(3) As a matter of administrative practice, the Govern- 
ment are, as a rule, willing to give sovereigns for rupees at this 
rate but the practice is sometimes suspended and large quan- 
tities of gold cannot always be obtained m India by tendering 
rupees 

(4) As a matter of administrative practice, the Govern- 
ment will sell in Calcutta, m return for rupees tendered there, 
bills payable in London at a rate not more unfavourable than 
Is 29/32d per rupee 

The fourth of these provisions is the vital one for support- 
ing the sterling value of the rupee and although the Govern- 
ment have given no binding undertaking to maintain it, a fadure 
to do so might fairly be held to involve an utter breakdown 
of their system 

Thus the second provision prevents the sterhng value of 
the rupee from rising above Is 4(7 by more than the cost of 
remitting sovereigns to India, and the fourth provision prevents 
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it from falling below Is 3 29/32 d This means m practice that- 
tlie extreme limits of variation of the sterling value of the rupee 
are Is 4Jd and Is 3 29/32d 

The Chamberlain Commission 

In view of the criticism of the currency and exchange 
policy of the Government, a Commission was appointed m 
April 1913 with Su- Austin Chamberlain as its Chairman and. 
it issued its report m February 1914 The terms of reference 
of the Commission mcluded “ the measures taken by the 
Indian Government and the Secretary of State for India in. 
Council to maintain the exchange value of the rupee m pur- 
suance of or supplementary to the recommendations of the 
Indian Currency Committee of 1898 ” 

Its Main Recommendations 
The Commission laid down that “ The time has now arrived 
for a reconsideration of the ultimate goal of the Indian currency 
system The belief of the Committee of 1898 was that a gold 
currency m active circulation is an essential condition of the 
maintenance of the gold standard m India, but the history of 
the last 15 years shows that the gold standard has been fmnly 
secured without this condition 

“ It would not be to India’s advantage to encourage an 
increased use of gold m the internal circulation 

“The people of India neither desire nor need any consider- 
able amount of gold for circulation as currency and the currency 
most generally suitable for the internal needs of India consists 
of rupees and notes 

“A mint for the coinage of gold is not needed for purposes 
of currency or exchange, but if Indian sentiment genuinely 
demands it, and the Government of India are prepared to incur 
the expense, there is no objection in principle to its estabbsh- 
ment either from the Indian or from the Imperial standpoint : 
provided that the com minted is the sovereign (or the half- 
sovereign) , and it is pre-eminently a question m which Indian 
sentiment should prevail 

“If a mint for the coinage of gold is not established, refined 
gold should be received at the Bombay Mint in exchange for 
currency 

“The Government should continue to aim at giving the 
people the form of currency which they demand, whether rupees, 
notes, or gold, but the use of notes should be encouraged 

“The essential point is that this internal currency should 
be supported for exchange purposes by a thoroughly adequate 
reserve of gold and sterling ” 

0 Keynes, Indian Currency and Finance, pp 6 and 7 
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It mil be seen tint the Chamberlain Commission gave up 
-tne ideal of a gold standard based on a gold currency “ and 
accepted m its place an exchange standai d with an excrescent 
■currency of sovereigns not essential to the ivoikmg of the 
system'*' Xo action was taken on its recommendations owing 
to the outbreak of the Wat 

Effects of the W \r on Ixdiax Cuiuiexcy 
The effects of the War mav be considered under two 
periods In the first period from August 1934 to the Autumn 
-of 1915, exchange became very weak, savings banks deposits 
were withdrawn to a great extent, a demand for the encash- 
ment of currency notes ensued and there was a great run on 
the Indian gold stocks These demands of the public were 
fieely met and the embarrassing situation disappeared at tbe 
end of the penod and on the whole it may be said that tbe 
■Government met the situation boldly and successfully Cur- 
rency notes were readily encashed as they were presented and 
adequate facilities for remittance abroad w r ere provided to 
the public Confidence was thus restored 

In the second period from 1913 to the end of 1919, there 
was a rapid rise in the price of silver and it was difficult to obtain 
it for coinage There was a large excess of exports over 
imports Indian exports were required by the Allies for the 
prosecution of the War and imports declined, firstly, because 
labour and capital were diverted for the production of war 
materials m foreign countries and, secondly, because insurance 
premia ro«e very high Tbe exchange thus became embar- 
rassingly favourable to India 

The Governmi nt of India had to incur a huge expenditure 
on behalf of His Majesty’s Government and between 1914 and 
1919 £ 240 million had been spent on military equipment m 
the eastern tlieaties of the War and on civil expenditure m the 
occupied territory The financing of purchases in India on behalf 
of the Dominions and the Colonies had also to he done Thus 
a very heavy demand for Indian currency was created Council 
Bills on a very extensive scale had to be sold in London to pay 
for Indian exports and the coinage of rupees became necessary 
which sent up the price of sib er The rise m the pnee of silver 
xi as due to the shortage m the supply of the metal, internal 
distuibances m Mexico, unusually keen demand for it on 
account of the shortage of gold and also because there was a 
universal desire to conserve the supplies of the metal When the 
price of silver rose very much, rupees began to be melted by 
people notwithstanding its prohibition by law as the intrinsic 
•value of the com exceeded its bullion value The cross Tate 
moved against England and was pegged or fixed at $4 76 £ I 
2>y the American and the British Governments When m 
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March 1919 the dollar- sterling exchange was decontrolled, 
it ent further against England and touched $ 3 40 to the £ 
Silvei was purchased m America and as the dollar-steihng 
cross rate moved against England, the puce of silver rose 
From 27 pence per ounce m 1915 the price of silver rose 
to S9 pence pel ounce in December 1920 

Measeres taken by the Government 

(a) The Government controlled the exchange and fixed it 
at Is 4 1 d m January 1917 Council Bills weie sold only to the 
selected banks and firms and these were requited to do business 
with third parties at the pieseubed rates applying their 
resources mainly to selected articles of export which were of 
importance to the Allies 

(b) The Government could not go on selling rnpees to the 
public at IGd when the cost of manufactuimg a lupee became 
much higher than Kid as silver rose m puce In August 
1917 exchange was laised to Is 5 d and the Secretary of State 
announced that he would base the rates of exchange on the- 
steilmg price of silver The result was a rise in the rate of 
exchange continuously with a rise m the price of silver, the 
highest point being 2s lid in the eaily months of 1920 

(c) Purchase of silvei The Government had to take- 
special measures to increase the supply of currency and silver 
was purchased from Febiuary 1916, and from September 1917 
the import of silver on private account was completely prohibit- 
ed to remove competition In 1918 the passing of the Pittman 
Act in America enabled the Government of India to purchase 
about 200 million ounces of silver at 101* cents per fine ounce 

(d) Economy m the use of silver was exercised Notes,, 
gold coins and nickel corns of the denonnnation of 2 annas, A 
annas and 8 annas were issued 

(e) Currency was inflated Notes were issued without 
the usual metallic backing and there was a limitation on the 
daily issue of rupees to single tenderers of notes 

{f) Certain financial measures as increased taxation, the 
lessening of capital and oidmary expenditure and the issuing of 
short term treasury bills were undertaken In these vanous 
ways heavy demands for currency m India were met 

The Babington-Smith Committee 

The Secretary of State on May 30, 1919, appointed a Com- 
mittee piesided over by Sir Henry Babmgton-Smitl) whose 
terms of reference were to make recommendations “ ensuring 
a stable gold exchange standard” The Committee were thus 
precluded from considering any alternative standard and 11 this 
change from a gold standard to a gold exchange standard was 
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in absolute contravention of tlie currencj policy officially 
adopted m 1800. binding on the Government and the country, 
and still existing as the rccognwed monetary system of 
India ’ 10 

Mux R LOOM MEND ATKINS Or THE COMMITTEE 

(11 The mpee without anv change m weight and tmcness 
was to icmam full legal tender 

(2) It should lme a fixed exchange value expressed m 
terms of gold at the l ite of one rupee for 11 3001G grains of 
fine gold, i c one tenth of the gold content of the sovereign 

(3) The sovereign should be made legal tender in India 
at Rs 10 

(i) A gold mint at Bombas should be opened for the 
coinage into sovereigns of gold tendered by the public and the 
mapoit and export of gold was to he freed from Government 
contiol as soon as the change in the statutory rate to Rs 10 
per sovcieign had been effected 

(5) The Government Notification to give uipccs for 
sovereigns should be withdrawn 

(6) The prohibition of private import and export of 
silver was to be removed 

(7) The Gold Standard Reserv e should contain a consider- 
able proportion of gold and tlie aim should be to bold the 
remainder of the reserv e m securities issued by Governments 
within the Butish Empire, other than the Government 
of India, maturing within 12 months Fifty per cent of the 
Gold Reserve was to be held m India 

Wiiy the Committee RrcoviviEXDEn 2s R \te 1 

The Committee wanted to maintain the token character 
of the mpee and they thought that at 2s rate the rupee would 
be once more estabbshed as a token com 

A low rate would mean high prices which would have 
been disadvantageous to the poorer classes and to those liav ing 
fixed incomes and, therefore, a high rate was recommended 
It was regarded as advantageous to Indian producers as it 
would keep down the cost of impoited materials and machi- 
nery m rupees and w ould keep w ages low The fear that exports 
would be discouiaged was not regaided valid by the Committee 
"because owing to the world shortage of raw matenals and food- 
stuffs, the demand foi Indian products abroad was very great 

Finally, Government finances would improve a good deal 
•and savings in sterbng obligations w ould amount to 12* crores 

10 Minute of Dissent of Sir Purusliottamdns Tliakurdas to tlie 
-Report of the Hilton-Young Commission, page lit, para 44 
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of rupees if the old ratio were replaced by the new ratio of 2s. 
gold Of course there w ould he a loss m the revaluation of the 
steilmg investments and of gold in London in terms of rupees, 
but it v ould be wiped out by savings m Home Charges over a 
numbei of years Taxation after some time would be reduced 
owing to a surplus of revenue caused by the high ratio It 
should be remembeied that the rupee was to be fixed in. 
relation to gold and not steilmg 

Minute or Dissent by Mit Dalai, 

Sir D M Dalai differed fiom the Committee in nearly 
all their lccommendations and more especially m connection 
with the Committee’s findings foi a high late In Ins opimon 
the rise in the price of silver could be prevented by releasing 
the embargo on its export and it was aftei the War that the 
greater part of rise m exchange was bi ought about A high latio 
was opposed by lnm because it would distuib the relations 
between ci editors and debtors, cause dislocation and set-back 
to vanous Indian industries and inflict losses on India’s exports 
and might also turn the balance of tiuile against India There 
w ould be a loss on the evaluation of steilmg secuntics and of 
gold m terms of mpees and tlieio w ould be a verj heavy loss if 
the sovereigns held by the public w ere to he ledeemed at the 
statutorj rate of Its II 

The Government accepted the recommendations of the 
Committee and gar e eflcct to them The various War time 
restrictions except the export duty on silver were abolished 
The sovemgn was made legal tendei m India at Rs 10 by the 
Indian Coinage Amendment Act Iso XXXVI of 1920 and thus 
the legal tender chai actor of the sovereign and half-sovereign 
which was suspended by Oidmance Xo III of June 21, 1920, 
was restoied The Government sold Reverse Councils to a 
great extent and Indian exporters weie anxious to discount 
tlieir expoit bills as quickly as possible to sa\e themselves fiom 
the expected rise m exchange Latex on, however, le-action 
set m and the demand foi sterling became vciy intense because 
of the decision of the Government about the high latio The 
firms and individuals who ordmanly would have waited for 
mouths to make remittances to England hastened to do so to 
take advantage of the high ratio Theie was an era of company 
floatation and orders for foieign plant and machinery were 
placed on a largo scale Their cost w'as i emitted m advance 
to take advantage of the high rate of exchange, so long as it 
lasted There was a speculation m exchange, for it was easy to 
make profits by fiisfc conveitmg rupees into steilmg at the high 
rate and then turning steilmg hack into rupees when the ex- 
change came down according to the expectations of specula- 
tors 
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There was an adverse balance of trade after Januai y 1920 
wlncli brought down the exchange rate to lower levels Heavy 
-demand for sterling from speculators brought a rise m its value 
and a fall in the value of the rupee and sometimes the divergence 
between the maiket and the official rate amounted to 3d or 
4d v lueh further stimulated the demand f oi sterling By the 
end of June 1920 the market rates had fallen below the parity 
of even 2 s sterling The Government then tried to maintain 
the rate at 2s sterling m place of gold Reverse Councils v ere 
met b\ selling sterling securities and treasury bills belonging 
to the Paper Currency Reserve These securities had been 
bought at Rs 15 to the £, but sold at Rs 7 to Rs 10 to the 
£ and there was thus a loss of about Rs 35 crores measured by 
the difference between their buying juices which were higher 
and their selling prices 

The fall of exchange was ruinous to businessmen also 
This implied considerable deflation as the total value of notes 
in cnculation had been reduced from Rs 185 crores to Rs 158 
crores between Febiuary 1, and September 10, 1920 This 
was responsible for a stringency of money and fall m prices 
which increased the difficulties of businessmen u T ho had to 
sell off their stocks at veiy low prices 

The commercial community had thought that the Govern- 
ment would maintain tlvc high rate of exchange and under that 
expectation had ordered goods, but exchange fell heavily by 
the time they arrived Businessmen did not cover their losses 
against a fall in exchange and most of them were ruined 

Hilton- Young Commission 

In April 1925 the exchange had reached Is 6rl or was 
held there as some people would put it, since then In 1921 
the exchange had touched Is M sterling or Is gold and the 
2s ratio remained ineffective for purposes of tender of gold to 
the currency office By January 1923 the exchange came up to 
Is 4 d steihng and showed a tendency to rise In October 1924 
it reached the level of Is (id sterling equal to about Is 4rZ 
gold From that time till March 1926 it showed an upward 
tendency, “ but it was prevented from rising above Is (id by 
free purchases of sterling on the part of Government ” In the 
meantime sterling was restored to parity with gold and the 
rupee remained m the neighbourhood of Is 6 d gold later on 

On August 25, 1925, a Royal Commission on Indian 
■Currency and Finance with Lt -Commander Hilton-Young was 
appointed and its Report was published on August 4, 1926 
Its recommendations fall under three heads (a) Choice of the 
Monetary Standard , (&) The ratio problem , and (e) the case 
Tor a Reserve Bank 
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Before considering ami propounding their ovm scheme 
for n suitable nionetaij blandord foi India, the Commission 
pointed out the defeets of the Gold Exchange Standard and 
after a duo consideration of the aUornxtrvo proposals recom- 
mended the establishment of a gold bullion standard foi India. 

The Commission summarised the defects of the Gold Ex- 
change Ft ind. nd as below — 

“ (1) The sjstun is f tr fiom simple, .and the basis of the 
stability of the rupee is not roadilv intelligible to the umn- 
btructed public The currencj consists of two tokens m meu- 
lation, with the unnccessai> excrescence of a thud full-valno 
coin which does not circulite at all One foi m of token cur- 
rency (into winch there is an unlimited obligation to convert 
the other) is highly expensive, and is liable to vanish if the 
price of Mhct uses above a certain level 

(2) Thcie is a cumbrous duphcition of reserves, with 
an antiquated, and dangerous, division of responsibility for 
the conliol of credit and cmiency policy 

(3) The sjstom does not, Roeuie the automatic expansion, 
and contraction of currency Such movements aie too wholl 3 r 
dependent, on the will of the currency nuthonty 11 


11 Writing about tin. lath ot automatic expansion and contrac- 
tion of Indian curroncv, the Commission observe as below in para 10 
of then Rcporl — 

“The automatic woiking ot the exchange standard is thus not 
ndoquatclv piovidcd foi in India, and nevei 1ms been The funda- 
mental basis of such a standard is piovision for the expansion and 
confi iction of the volume of turienev As the icscive nsc« oi falls 
with a fnvmnable or an ndverso balance of tiadc the cmientj must 
be automatiuillv expanded ox xontiacted, and the adjustment between 
internal and world pux es maintained Ondei the Indian «>stem con- 
traction is not, and novxi lias been, automatic On occasions 
llte obligation to buv stxiling exchange lias betn discharged b-j tlie 
Government without nn> cm lespmuling expansion of dom< stic cm- 
jenc> the purchases having m the first instance la en made against 
Trvosurv balances and the cuncnxv expansion his been left to be 
effected subsequent Iv at the discretion of the Government Jfoie 
ficuous has been the absence of < ontiaction on oi cnsions vvlien the enr- 
lencv autliontv lias had to sell sleihng exchange The following 
f vblf shows how far (lie sale, of reverse bills in the past have been 
accompanied bv conti action of cuuencv — 


Years 

Amount of 
i excises sold 

Hupecs 
leu iv ed foi 
lev erses sold 

Amount of 
i ontiaction 
effected 


£ 

11s 

Its 



Lakhs 

Lakhs 

1007-08 00 

8,058,000 

12 10 

12,10 

1009-10 

1 50,000 

24 

Nil 

1014-18 

8,707,000 

10,10 

1,05 

1015 1(1 

1 800,000 

7,08 

01 

1018 10 

5,015 00 Q 

7, OS 

Nil 

1010 20 21 

55,532,000 

47,14 

04,08 ” 


i 
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(4) The system is inelastic The utility of the provision 
lor elasticity made on the recommendation of the Bubmgton- 
Smitli Committee is affected hy the methods of financing 
Indian trade ” (Para 21 of the Report ) The reference m 
the last point is to the provision of Its 12 crores of loans which 
•can he granted to the Imperial Bank under an Act of 1923 
against genuine bills of exchange 

Other, Bctects 

(5) It did not command the confidence of the public 
and a large measuie of distrust was justified by the imper- 
fections of the system 

(6) The basis of the system was far from being simple, 
certain and stable and though a substantial measure of stabi- 
lity m the past was attained, it lacked certainty and simplicity 
without which there can be no confidence 

The Commission considered the following alternative 
systems — 

(a) Sterijm? Excbaxce Staxpaed 

The Gold Reserve and the Paper Cunency Reserve might 
he constituted as one single reserve under the control of one 
•currency authority which might he required by law to sell 
rupees for sterling without limit at the upper gold point of a 
fixed parity and to sell sterling fox rupees at the lower gold 
point of the same fixed parity Thus a perfect sterling 
•exchange standard both automatic and clastic m its contrac- 
tion and expansion and efficient to secure stabdity might he 
developed It v ould require the least possible metallic reserves 
and would be the most economical from the point of view 
■of the Indian tax-payer It was rejected for the following 
reasons — 

(1) The silver currency would still he subject to the 
threat implied m a rise in the price of silver and if sterling were 
to he divorced from gold, the rupee being linked to sterling, 
would suffer a similar divorce 

(2) Indian prices would have to follow sterling prices to 
any heights to which the latter might go or India would have 
do absorb a portion of this rise by raising her exchange 


This was due to tear that the monetary stringency which would 
have resulted from a full contraction would have dislocated business 
In 1920, there were revenue deficits and a large amount of maturing 
-debt which made greater contraction difficult “ Howe\ei that may 
he, it is clear that on such occasions the exchange standard was not 
being applied, and possibly could not have been applied m a normal 
manner Theie was nothing in the Indian system to enforce such an 
application In 1920 the consequences were disastrous There must 
•ever be danger of such disaster under a system which does not auto- 
maticallv enforce contraction of tnternal currency concurrently with, 
-the depletion of Reserves ” (Para 17 of the Report ) 


t 
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(3) There was a disadvantage for India m dependence 
-on the currency of a single country however stable and fhmly 
linked to gold 

( b ) The Perfection of the Gold Exchange Standard 

The currency authority could undertake to buy and sell, 
at the upper and lower gold points respectively and to unlimit- 
ed amounts, the currencies of any of the principal foreign coun- 
tries on a gold standaid In theory, the rupee would not he 
stabilized m relation to gold If the currencies of all such 
countries with which the rupee was to be related were to vary 
m relation to gold, the rupee would also smulaily vary m 
relation to gold In practice the lupee would be stabilized in. 
relation, to gold because as the Commission thought it would be 
.improbable that there should be variations between gold and 
the currencies of the gold standaid countnes The advan- 
tages claimed for the system were that the rupee would be 
stabilized as it would be convertible into international currency 
-at the will of the holder , the reserves would be simplified , 
the parity with gold would be established by lav and the 
system would be as automatic as the systems of the 1J S A 
and England 

It was rejected on the following giounds — 

(1) The silver rupee would vanish as soon as the rise in 
the price of silver exceeded the melting point of the com Then 
it would be necessary to stop the coinage of the silver rupee of 
the present weight and fineness 

(2) If would not have the simplicity which is essential 
to secure the confidence of public opinion under present condi- 
tions m India The mechanism of an exchange standard is 
refined and people see nothing tangible behind the token 
cuirency to assure its value 

(3) Theie is a large body of public opimon m India that 
is suspicious of the mechanism of an exchange standard 

(4) Without some backing more certain, simple and 
5 olid, confidence m the stability of the currency will grow more 
slowly than it should, if it grows at all, and progress m the 
habit of banking and investment will be delayed “ In the 
present state of its development Indian public opinion will 
have confidence m one thing only as solid enough foi a backing 
lor its cuirency and that is gold It requires some link that 
as real, and not only real but conspicuously visible, between 
■the currency of the country and gold ” (Para 31 of the Repot t ) 

(c) Gold Standard with a Gold Currency 

The Emance Department of the Government of India 
prepared a scheme under which the silver rupee would cease 
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to be legal tender, except for small amounts, after a period 
during which it would have been convertible into gold currency. 
The objects thereof were firstly, to simplify the constitu- 
tion of the reserves by eliminating silver from them and to 
eliminate the threat to the currency inherent m the possibi- 
lity of a rise in the price of silver by dethroning the rupee from 
its position as a standard com of unlimited legal tender and 
secondly, to promote banking and investment habit bv assuring' 
the people that they wll get gold m exchange for notes 

The reasons for rejecting the scheme are given below — 

( l ) The effects of India’s additional demand for gold upon 
the future of the gold market would be very adverse as denoted 
bv the evidence recened by the Commission fiom eminent 
economists as Prof Gustav Cassel and Mr Joseph Kitchen 
A large extra demand from India for gold would cause increased 
competition for gold among the countries of the world and lead 
to a substantial fall m gold prices and a substantial curtail- 
ment of credit winch would be unfavourable to India also It 
was also pointed out that a large quantity of fine gold was not 
available m America for Indian requirements 

(n) The Finance Department had estimated that the 
initial demand for gold m India would amount to Ks 50 crores 
and the total demand -which would be spread over a period 
of ten years would amount to Rs 137 2 crores Tbe Com- 
mission did not accept this estimate as absolutely reliable and 
pointed out that there could be no certainty that the demand 
would be spread over ten years’ period 

(m) Fffect s on the Sihc> Marlct would be very adverse. 
The prices of silver would fall very much, firstly, because the 
European countries were meeting the demand for subsidiary 
coins by copper and nickel corns and secondly, India would be 
meeting her demand by melting rupees , but on tbe other hand, 
the supply of silver would not fall as silver is a “ by-product of 
the yellow metal and rich mines would not curtail production 
while the poorer mines would continue to prolong production as 
much as possible ’ Moreover, the increase m the demand for 
gold would further depress the gold price of silver 

(iv) The effect upon Silver Hoards in India would be very 
adverse Those w ho had put their savings m silver, the poorer 
classes, would be deprived of a large portion of their savings 
by a fall in the price of tbe white metal and the Government 
would also lose heavilj as its reserves would depreciate The 
import duty might g^re some protection against this deprecia- 
tion hut then the Government would be under a moral obli- 
gation to maintain tbe price of silver practically for all time , 
for at the completion of the plan they w ould have sold nearly 
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700 million ounces of silver to the people at a puce that was 
•possibly double the u orhl price 

(v) The effect on Gluna would be that she might be inclined 
to adopt the gold standuid as the Chinese “ have for a long 
time been trying to find some means of substituting gold or 
some form of gold standard as the basis of their currency,” 
because the bulk of her tiade was carried on with countries 
on gold standaid “The catastrophic fall m the price of silver 
m terms of gold winch would fake place on the bare announce- 
ment that surplus sdvei equal to the world production for 
three years w r as for sale, would undoubtedly tend gieatly to 
accelerate the movement in China and might induce liei im- 
mediately to set about securing the gold needed as a basis for 
instituting some form of gold exchange standard ” That would 
depress the prices of silvei still furtliei as China would also sell 
silvei 

(vi) Raising the required ci edits u r ould be very difficult 
The USA would not be walling to giant the requisite gold as 
the country as as much interested m the price of silver, being a 
great silver producing counfiy Great Britain would not co- 
operate with India Avithouttho help of the USA “Both authori- 
ties view the pioposal with alarm on the grounds that it ivould 
retard the progress of monetary reconstruction m Europe, 
would upset svoild prices, and ivould be fundamentally harmful 
both to India and to the lest of the world In these cir- 
cumstances it appears that insuperable difficulties would be 
encountered m obtaining the neeessaiy credits ” (Para 51 
of the Repo) l ) 

The Commission did not also accept that the scheme ivould 
attain the object of educating the Indian people m the habits 
of han kin g and investment more speedily than any other 
scheme would Eor all these reasons, the scheme was rejected 

Gold Bullion Standard 

The Commission recommended a Gold Bullion Standard 
for India They arrived at the conclusion that m order to 
secure public confidence m India, the currency of the country 
must be link ed with gold m a manner that was real and conspi- 
cuously visible, or, in other words, that it was necessary to estab- 
lish a true gold standard They proposed that an obligation 
should be imposed by statute on the currency authority to buy 
and sell gold without limit at rates determined with a fixed gold 
parity of the rupee m quantities of not less than 400 fine ounces 
and there was to be no limitation with regard to the purpose 
for which gold was required This would secure the stability 
of the gold value of the rupee and exchange would be stable 
wvithin the gold points 
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The fact that the demand for gold m India is not 
purely for monetaiy purposes was to he taken into view “It 
is essential, therefore, that the conditions 11111011 are to govern 
the sale of gold hy the currency authority should he so framed, 
as to free it in normal circumstances from the task of supplying 
gold for non-monetary purposes In order to achieve this 
object we propose to fix the selling prices of gold at rates which 
will enable the bank to replenish its stock of gold without loss 
by impoitation from London Thus when exchange is at the 
upper gold point the selling price for delivery at Bombay will 
be the par value, 1 e , Es 21 — 3 — 10 per tola When ex- 
change is below this point, the Bank will be required to sell 
gold for delivery in London or Bombay at the option of the 
purchaser at certain notified prices These prices will be de- 
termined by the cost at w Inch gold could be respectively pur- 
chased m London 01 laid down m Bombay from London when 
exchange is at the louer gold point The option to the pur- 
chaser on the other hand to buy gold for delivery m London 
at the prices deteimmed leaves the margin between the upper 
and loner gold points of the exchange as narrow as it could 
be, having regard to the cost of moving gold to and from its 
most convenient gold centre ’ (Para 65 of the Report ) 

The legal tender quality of the sovereign w as recommend- 
ed to he removed The obligation was to sell gold bars and, 
therefore, no gold com was recommended to lernain m circu- 
lation 

Gold saving certificates payable in gold weie to be intro- 
duced because the obligation to buy and sell gold bars m quanti- 
ties of not less than 400 ounces would have only an indirect 
effect upon the people in establishing confidence m the currency 
as bankers and bullion brokers only would make direct use of 
the provision To bring home to the masses the fact that gold 
would be the standard of value savings certificates weie to be 
issued, redeemable in three or five years in legal tender money 
or gold at the option of the holder They weie to be issued in 
denominations of one tola and integral number of tolas, and sold 
for legal tender money, rupees and notes, at a price winch would 
give the holder an attractive yield in interest The holder 
was to be given facibties to get them encashed at any time 
during their currencv at certain rates of discount, but until 
the date of maturity they would be paid m legal tender money 
and not in gold 

These certificates were to demonstiate to the holders the 
advantages of and provide an incentive to investment and 
they were to be a powerful antidote to hoarding They were 
expected to solve the problem of India’s hoards 
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Tins scheme -was to have the same advantages as could 
flow from a gold currency It would provide stability to the 
currency system as people would have confidence that the 
basis of currency was gold It would be simple and certain 
and would provide elasticity to the currency system When 
gold bars weie given by the currency authority for notes or 
rupees, the currency would be expanded It would leave the door 
open for the introduction of a gold currency if m future it was 
thought proper and practicable to introduce it The experi- 
ence of Europe and the USA. proved that a gold currency 
was not necessary for a gold standard 

Convertibility or Notes into Silver. Rupees 

There was to be no obligation to conveit the new notes 
into silver rupees, but this obligation was to continue with re- 
gard to the notes of the Government of India so long as these 
notes v ere to remain m cn dilation In piactiee, however, 
rupees were to be made fieely available to people m order to 
secure the latter’s confidence One rupee notes were to be 
introduced and notes of higher denomination were to be con- 
verted into notes of smallei denomination or silver rupees at 
the option of the currency authority “ Tins statutory pro- 
vision would m form leave it optional with the currency autho- 
rity to determine the foim of legal tender money to be supplied 
but we propose to ensure that all reasonable demands 
of the public for metallic euneney shall be met rn practice ” 
The Paper Curiency Reserve and the Gold Standard Reserve 
were recommended to be unified to secure simplicity 

Composition of the Combined Reserve 

The Committee proposed that m the first place the com- 
position of the combined reserve should be fixed by statute 
Tins would secuie the automatic expansion and contraction 
of the currency Secondly, it should be laid down that gold 
and gold securities should not be less than 40 per cent of the 
Reserve, though the curiency authority should keep a reserve 
ratio of 50 to GO pei cent, in view of the obligations imposed upon 
it If the pioposed Gold Savings Certificates proved popular 
the Government would lequire more gold to encash them on 
maturity, but the extent to winch moie gold would be required 
would depend upon experience 

The holding of gold was recommended to be raised to 20 
per cent as soon as possible from about 12 8 per cent at which 
it stood at the time the Commission made its recommendations 
It was to be raised to this percentage m five years and to 25 
pei cent m ten years’ time “During this period no favourable 
opportunity of fortifying the gold holding in the Reserve should 
be allowed to escape ” (Paia 78 of the Bcpoit ) 
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The Commission recommended that though silver reserves 
were out of place m a gold standard system, yet to meet genuine 
demands for purposes of circulation, it was neces , >aiy to hold 
a considerable quantity of rupees This demand was expect- 
ed to be reduced with the growing popularity' of the notes 
The silver holding m the reserve v. as to be reduced from Rs 85 
crores to Rs 25 croie* giaduallj within a period of ten years 
The balance w as to be held in the Gos crnment of India rupee 
securities and self-liqmdatmg trade bills The holdings of the 
Government of India rupee securities were to be limited to 25 
per cent of the Reserve or Rs 50 crores whichever was less 

It was fuither recommended that “ the new Reserve will 
hare to maintain the external eonvertibibty of a circulation 
which includes both paper and silver tokens As regards the 
formei, the liability Mill, of course, be equal to the total out- 
standing note circulation But m the case of the silver rupee 
such a cent per cent backing is neither possible nor desirable 
There is obviously an irreducible minimum below which the 
rupee circulation cannot fall, if the business of the country is 
to be carried on Moreover, even of that portion of the silver 
circulation which is potentially contractible only tlie difference 
between the face value and the ieahaable bullion value need 
be covered Any estimate on such a subject must be laigely 
conjectural and subject to variations m the price and market- 
ability of silver We have fixed a moie oi less arbitrary figure 
of Rs 50 crores as the assumed babihty of the Reserve m 
respect of the contractibihty of the "rupee circulation ” 
(Para 82 of the Repo? t ) 

Stabicizatiox or thl Rupee 

The Commission argued that the time was fully ripe for 
stabilizing the rupee in view of the fact that the United 
Kingdom, the Dominions and other countries were returning to 
the gold standard and gold prices were more or less stabibzed 
So long as there was no such stability, there would be lack of 
confidence, commercial initiative would be discouraged and the 
maclunerv of commerce would be clogged and hampered The 
Oommissiou, therefore, concluded that it was safer to stabibze 
the rupee than to wait “ A stable exchange is an inestimable 
"boon,” and, therefore, the Commission did not think it desir- 
able to postpone it for the sake of absolute security wlueb was 
imobtamable m the practical world 

They recommended Is Qd gold as it had been the pre- 
vailing rate since June 1925 At this rate the puces m India 
had attained a substantial measure of adjustment with those 
an the world at large and any change m the rate would mean 
a difficult period of readjustment involving widespread 
economic disturbance Their arguments were as below — 
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(i) From Decembei 1922 to Juno 1924 the rupee remain- 
ed fairly stable round Is 3d gold, but tbe lupee price level 
ranged lound a mean of about 176 

(n) In the following year, the uipee price level fell below 
160 v bile tbe lupee was using to Is Gd gold The rupee bad 
risen to about Is 6 d gold by January and ivas held w ltlnn 
Is Gr7 gold points sinco June 1925 From July 1924 to June 
1925 the rupee puce level fell from 379 to 157 and varied witlnn 
the limits of 163 and 151 since then (Para 182 of the 
Bcpoit ) 

(m) Since then the rupee had been about Is Gd gold 
and the lupee price level ranged round a mean of about 158 
vi tli a tendency to fall m sympathy with voild prices 

The level of world gold puces was approximately the same 
at the beginning of period (i) and at the end of period (m), 
showing tlieieby that a substantial equilibrium was attained 
about the middle of 1925 and was since maintained 

The mam aigument of those who doubted the adjustment 
of world prices to 1 s 6 d was that it was not till June 1925 that 
the rupee had attained Is 6 d gold Since then the rupee 
prices had been practically stable in relation to world puces 
and hence the adjustment had yet to take place The Com- 
mission argued that though the rupee did not definitely reach 
18 d gold ,till June 1925, it had already traversed more than 80 
per cent of its upward journey from 15 d to lSd gold between 
July 1924 and January 1925 and before June 1925 there had 
already taken place a heavy fall m rupee prices m relation to 
woild prices 

The fact that exchange had remained steady during the 
preceding 12 months was another indication of equihbuum 
between external and internal prices It was urged against 
this view that exchange had been kept at Is 6 d by Govern- 
ment manipulation , but the Commission argued that the 
so-called manipulation was confined to an addition of nine eroies 
to the note cn culation during the busy season and a withdrawal 
of 8 crores at the end of it 

The fact that there was no advcise effect upon exports 
and imports was another indication of adjustment between 
external and internal prices “All the above considerations 
point to the same conclusion, viz , that after twelve months 
of the Is 6<l rate of exchange, substantial adjustment of puces 
has been attained , and this conclusion is borne out by the 
experience of other countries which have recently stabihzed 
their exchanges ” 

Wages were also m adjustment with the prevailing level 
of puces and exchange Prices react on wages sooner or later 
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The Commission Answer the Arguments rou Is 4(7 

The advocates of Is 1(7 pointed out that tins rate was 
n “natural” late , hut the Commission did not accept tins con- 
tention They argued that “ (luetuations m exchange are pro 
duced by the mutual lnlciaction of internal and external puces, 
and as the lea el of internal puces is determined mainly by the 
volume of internal cmrcncy the only late which can property 
be xegarded as natural is the figuie at wlncli these prices are m 
adjustment with the existing volume of cmrency and are also 
in equilibrium with external puces From tins point of view 
3s Gd appears to be cleailv the “naturd” late under present 
conditions The term, however, appeals to be loosely used 
to denote the Tate which would result if no attempt were made 
either by statutory enactment oi executive action to auclioi 
the lupcc at a particular point If such a policy were adopted 
there can be no doubt that in a country like India where there 
are wide seasonal fluctuations of tiade, there would be similar- 
ly extensive fluctuations in the rate of exchange amidst which 
it would be impossible to distinguish any paiticular rate as 
natural ” 

Anothci argument, of the advocates of the lower ratio was 
that as it w r as seemed through Government manipulation, distur- 
bances in it, w ould be less harmful than disturbances in the other 
rate The Commission replied that when prices and othoi 
conditions were m adjustment with those m the woild at laige 
on the basis of an existent exchange late, the question of the 
means by which that rate came into existence had no beaung 
on the extent or violence of the economic disturbances which 
would bo caused by changing the rate 

It was also pointed out that the lower i ate would reduce 
the total demand for gold m connection with the intioduction 
of a gold standard and further that in case of the failure of the 
monsoon, it would be easier to maintain the lower late than to 
maintain the higher rate as the latter one w ould require moie 
gold and sterling reserves The Commission aTgued that the 
Jower rate w r ould require an increase m circulation of the mone- 
tary unit by an equal percentage and, therefore, the same 
reseive of gold ivould be necessary as at the lngliei rate As 
legards the second suggestion it w T as pointed out that if gold and 
gold securities reserves were sufficient for effecting the necessaiy 
contraction of the rupee cu dilation, tlieie was no ground for 
thinking that it would bo more difficult for the central currency 
and banking authority, with full power to make its credit pobey 
effective, to maintain Is 6(7 exchange than to maintain Is 4(7 
rate 

The testing time would come m case of successive bad 
monsoons, but the Commission suggested that it would come 
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equally at the Is Of? , Is id or any other rate and that the 
ability to maintain the Tate -would depend not upon the rate 
itself but upon a proper utilization and maintenance of 
adequate gold reserves 

Another argument for Is 4 d was that at that rate it would 
be easier to meet foreign competition than at the higher rate 
The Commission argued that when foreign currencies were 
stabibzed Is id ratio would not leave India m a better posi- 
tion and during the period of instability of foreign currencies, 
it v>as desirable to apply other remedies than to manipulate 
the currency If other countries depreciated their currencies, 
that vas no reason why India should do so 

The case for the low rate was supported on the ground 
that India absorbed abnormal quantities of gold because the 
metal was cheaper at the higher rate than at the lower rate 
and to put a check to this increasing absorption, the rupee price 
of gold should be raised by lowering the gold value of the mone- 
tary unit The Commission argued that a change in the gold 
value of the rupee would involve a corresponding change m 
the rupee prices of commodities and that the mere lowering of 
the ratio could not result in more than a temporary alteration in 
the relative cheapness of gold and general commodities It v as 
not possible to cure India’s appetite for gold by lowering the 
exchange The only safe method to eradicate this v> asteful habit 
was to stabilize the currency, establish confidence m its stability, 
educate people m the habit of investment and extend hanking 
facilities 

Another argument for the lower ratio was that m ease 
v orld prices fell m future, Is 6d ratio w oukl accentuate the fall 
m India and make it specially embarrassing to maintain the 
ratio The Commission argued that the fall la prices m 1920 was 
abnormal and uas an aftermath of a world-wide upheaval, a 
reaction from the enormous expansion of credit that took place 
during the War and that it would he imprudent to base the 
currency on the supposition that such conditions were likely to 
recur If stability was aimed, it must be assumed that the 
P'uiod of catastrophic disturbances was over and that prices in 
•'uture would be normal 12 Further it w as a risk m the opinion 
at the Commission to which India would be subjected at any 
ratio 

Ecohourc Effects of Is id Sate 

The Commission argued that the economic effects of 
1? id ratio would be very bad The lower rate would 


12 In tins case the advocates of Is id ratio pro\ ul to be right 
The fall m prices sme' 1929 Ins been much moie severe than the one 
m 3920 and it- 1? id conditions would hue been better because 
the lumber ratio accentuated the fall in puces in India 
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raise prices by 124 per cent winch would be severely felt by 
-eonsumeis m general, and b\ those with low fixed incomes, 
t o , bj the poorly p ud mombeis of the literate class It would 
also mean an arbitral v i eduction in the real wages of labour 
The adoption of the lowu late would induce the lenutteis 
of money to England to make an endeuoui to obtain the best 
price foi nipees which thej could got until the late announced 
were reached The tale would then turn the other way and 
theie would be a veij laigc demaud foi mpees at the nevv late 
winch would bo met by an oiler to buj evclunge without limit 
at the gold import, point therein making additions to cui- 
lcncy It would lead to s lolont fluctuations before exchange 
settled down at the mwv low'ci i ite “ Whether such fluctua- 
tions took place or not, the sadden fall in exchange might 
easily create a boom which would be followed latei by a 
slump ” 


En Kci on Pontic Fin incus 

The Commission did not legal d the eliect on public finances 
ns decisive, but they could not ignoie the tact that a levoision 
to Is Id would lead to lncieascd taxation and would give a 
.set-back to the nation-building depaitmentb The net steihng 
expenditure of the Go\ eminent would be increased by about 
three croies per annum and the lailway expenditure also wonld 
mci ease It w ould cilhoi imply an mcreaso m i ailw ay rates and 
fares ora revision of the terms of the Railway contribution 
There would be some extra expenditure on stoics purchased in 
India and adjustment would bo neccssaiy m the salaries of Gov- 
ernment seivants Of couise, there would be an mcicase in cus- 
toms revenue “What is clear is that the immediate loss fiom 
the standpoint of public finance would be considerable and 
would requnc to be made up by incieases m taxation, if the 
budgot weic to be balanced, and by still fuitliei increases, 
of further reductions in the provincial contnbutions or in exist- 
ing forms of taxation weic to be made ” 

A reversion to the lower late would lover the credit of 
India m foreign maikets , because the financial credit of the 
Government, depended upon the balancing of the budget 
The rcveision to the lowei rate would disturb the budgetary 
equilibrium and would necessarily impair India’s cieclit with 
.regard to borrowing 

The molting point of the rupee would be reached earliei 
at Is id than at Is Gr7 and the use m the price of sdver would 
present the difficulties of preventing the melting of mpees to 
a greater extent at the lower rate than at the higher rate At 
Is id the sovoieign is equal to Its 15 whereas at Is Gd it is 
■equal to Its 13 — 5 — 4, a sum which would bo inconvenient 
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if the sovereign were to circulate as money Even this objec- 
tion according to the Commission!, was not as strong as it appear- 
ed at first sight because a crore of 'rupees would he exactly three- 
quarters of "a million pounds But when the legal tender 
character of the sovereign was removed, the objection lost 
much of its force 

Sir Purushottamdas Thakurdas made out a very strong 
case for the low er ratio and some of the arguments advanced 
by him have already been considered He pointed ont the 
evil effects of the high ratio on. producers and manufacturers 
m India for it would retard the mdustnal development of the 
country bv enabling foreign goods to come cheaply into India 
and it would neutralize protection to the extent of 12 \ per 
cent He did not accept the contention of the majority that 
adjustment of prices had taken place at Is (id rate He pointed 
out the vital importance of the latio m the following words 13 — 

“ I look upon the question of the ratio m this Report as 
being no less lmjiortant than the question of the standard to 
be adopted for the Indian Currency System I am convinced 
that if the absolute necessity of the free flow of gold, which I 
have emphasized, is recognized, and steps taken to ensure it, 
the gold bullion standard proposed wall he the correct one, and 
the likelihood of its breaking down under the strain of any 
convulsions m the future will be as remote as it can reasonably 
be But I have very grave apprehensions that if the recom- 
mendation of my colleagues to stabilize the rupee at Is G d is 
accepted and acted upon, India will be faced during the next 
few years with a disturbance in her economic organization, the 
magnitude of which is difficult to estimate, but the conse- 
quences of which may not only hamper her economic develop- 
ment, but may even prove disastrous Such a disturbance 
and its consequences my colleagues do not foresee to-day 
But the possibility of then occurring cannot he ignored Until 
adjustment is complete, agriculture threatens to become un- 
attractive and less remunerative than it is to-day, and industries 
wall have to undergo a painful process of adjustment, unna- 
tuial, unwarranted and avoidable — an adjustment which will 
be much to their cost, and affect not only their stability and 
their pi ogress, but m certain cases, their very existence And 
should Isatuie have m store for India a couple of lean years 
after the four good harvests that we have had, during the period 
of forced adjustment to a rate of Is 6 d , the steps that the 
Currency Authority will have to take to maintain exchange 
at this rate may deplete the gold resources of the country to 
an extent that may seriously shake the confidence of her people 
m the cuirency system recommended ” 

13 Minute nf Di'tbent hi Sat Purushottamdas Thakurdas to the 
Report of the HiUon-Young Commission, para 151 
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Referring to the effects of tlie higher rate on the debtor 
•class, he pointed ont that “ A change to Is 6<Z hits the 
large hulk of the debtor class, to the benefit of the creditor 
•class I cannot conceive of any valid or moral reasons for a 
step calculated to give the latter an unearned increment at the 
expense of the former In India, perhaps more than anywlieie 
else, the debtor class is the largest and tlie neediest, for whom 
the Government has always evinced concern and solicitude 
"What unavoidable reason, then, is there to hit this class ‘ l 
Throughout the course of oui enquiries I have not heard of a 
•single argument, winch I can reasonably accept as sound, even 
pointing to the inevitability, to say nothing of the justifiability, 
•of imposing an additional burden on a class already over-bui- 
•dened 


Government’s Action on the Report 

Three Bills were published on September 16, 1927, embody- 
ing the recommendations of the Commission (i) a Bill to 
■establish a gold standard currencv for British India and to 
■constitute a Reserve Bank , (u) a Bill to amend the Imperial 
Bank Act of 1920, and (m) a Bill to amend the Coinage Act 
•of 190G and tlie Paper Currency Act of 1923 and to lay upon 
"the Government certain obligations for the purchase of gold 
and the sale of gold exchange Tlie third Bill became law and 
came into force fiom Apnf 1, 1927 

It established the ratio of Is 6d by enacting that Govern- 
ment would purchase gold at the price of Rs 21 — 3 — 10 
per tola of fine gold m the foim of bars containing not 
less than 40 tolas, and would sell gold, or at the option of the 
Government, sterling, for immediate debvery m London at 
The same price after allowing for the cost of transport from 
Bombay to London A rate of Is 5 29/32d was notified as 
the Government’s selling rate for sterling to meet these obli- 
gations Conditions attaching to the acceptance of gold at 
•the Bombay Min t were also published Tlie rupee-sterling 
-exchange did not reach the uppei gold point m 1927-2S and, 
"therefore, no gold was tendeied at tlie Mint In the busy 
season of 1928-29, conditions m the money market were such 
as to lead to the offer of gold m the form of sovereigns m ex- 
change for currency 

Sovereigns and lialf-soveieigns ceased to be legal tender 
m India by the same Act An obligation was imposed upon 
the Government to receive these coins at all currency offices 
and treasuries at their bullion value at Rs 21 — 3 10 per 
tola of fine gold, t c , Rs 13—3—10 per sovereign In 1927-28 
4he Government received sovereigns to the value of Rs 5,034 
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IXDIAX CURRENCY HISTORY AFTER S' .PIEVIBER 1931 
On September 21 1931, England u ent off the gold standard 
and suspended gold payments On the 'Same date an Ordi- 
nance iv as issued bv the Gov ernment of India according to which 
it suspended the appropriate section of the Currency Act of 
1927 and withdrew the statutory obligation of the GoTemment 
to sell sterling or gold against rupees The rupee was thus 
diroieed from sterling because according to the Ordinance 
the Government was neither bound to sell sterling nor gold 
against rupees tendered in India Formerly the ruiiee was 
linked to gold through sterling and sterling was equivalent to 
gold Indian opinion welcomed the provisions of Ordinance 
YI of 1931 because the rupee would then find its own level 
and their expectations of a fall m the ratio might be realized 
It also implied that the nunous exchange policy followed by 
the Government since 1927 had been given up 

The Secretary of State made a different announcement 
in the Federal Structure Sub-Committee of the Second Bound 
Table Confeience and linked the inpee to the sterling When 
this annonncfment was received m India, the position was 
that the Finance Member had taken action which meant one 
thing and the Secretary of State had made a statement winch, 
meant quite another thing Under such circumstances the 
banks vv ould have to conduct their business m a state of uncer- 
tainty when there was a conflict of views and policies The 
Government theiefore, declared the three succeeding days as 
liolidavs under the Negotiable Instruments Act 

Finally, Ordinance YII was promulgated on Friday, 
the 23th beptember with the following provisions — 

(1) The rupee was linked to the sterling at Is 6d , i c , 
the Government undertook the obligation to sell sterling at 
Is M 

(2) The sa’es of sterling were to be limited to require- 
ments for genuine trade purposes for fulfilment of obliga- 
tions incurred prior to September 21, 1931, and for reasonable 
domestic purposes 

(3) The sales were to he through the Imperial Bank only 
at its branches at Bombay and Calcutta to certain recognized 
banks 

This action of the Secretary of State u as very much resent- 
ed in India as the Assembly which was in session at that time 
was not taken into confidence by the Government A resolu- 
tion was mov ed m the Assembly by Mr (now Sir) Shanmnkham 
Ciietty'* 5 who pointed out that the step was taken m the 

1! See the relevant i=sue of tlw Indian Finance foi September 
1931 in which the speech of Mr Chettv- m connection with the mea- 
sure n as published in exteneo 
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interests of England and the intention was to introduce 
imperial preference through hack door The talk of stability was 
dispensed with as being useless because theie was a “ phantom 
stability ” and real insolvency “ The rupee is to follow the 
fate of the sterling depi eciating as the latter depreciates ” 

Another disadvantage of the policy was that it would 
deplete the gold resources and since Septembei 1931 up to 
August 3 933 £ 120 million worth of gold was exported The 
course of action taken by the Government was against the 
definite recommendations of the Hilton -Young Commission 

The mam argument from the side of the Government 
■was that it would involve a saving of about five croies of rupees 
to which Mi Clietty retorted, “Then again as foi the budgetary 
position you may save five crores in your deficit through this 
policy, but this five crores is not to fall from tlie heaven You 
will get it by bleeding the agriculturist to the extent of 20 
•crores ” 

The Finance Member contended that India’s external 
obligations being largely m sterling, if the lupee was not link- 
ed to it there would be almost insuperable difficulties of raising 
monev in London or abroad to meet the normal sterling obli- 
gations amounting to 32 million pounds, but that fortunately 
they had the support of His Majesty’s Government In tins 
connection, the oppositionists pointed out that India could 
got credit m London even otherwise as England had been able 
"to get m Pans and Hew York 


Recent Controversy about Ratio 

India has been feeling the bad effects of the slump m trade 
like other countnes The Government had to take ceitain 
measures to maintain the 3 s 6 d ratio Firstly, the device 
of cuirency contraction was adopted, the net amount of which 
in 1929-30 was 1 OHO lakhs of rupees It was effected largely 
by the transfei of sterhng securities in the Papei Currency 
Eeseive to the Secietary of State for his stoihng expendi ure 
against cancellation of curiency m India and also the cancella- 
tion of rupee securities m the Papei Currency Reserve and tlie 
sale of silver m the reserve Secondly, treasury bills were 
issued to exchange hanks and otlici purchasers to control 
credit to keep the exchange firm The Bank Rate of , ie 
Imperial Bank was raised to G per cent m October 1. -1 anc 
"to 7 per cent later on This was an abnormal step as the 
-cash balance of the Bank was then very large, being m the 
neighbourhood of Es 30 croies and when call money was 
■available m Calcutta and Bombay at about _ per cent 

Mr G D Birla m a lettei to M (inchest a Guai dian on 29th 
■September, 1931, described the currency policy of the Indian 



252 


TTir 1KDJ.4X 3I0XR1 MARKET 


Government as being responsible for many of tlie economic 
ills of India ^ The disadvantages mentioned therein are as 
below — • 

(1) The fall m tlie prices of articles which India exports 
has been much moie serious than that m the prices of articles 
which she imports — in natural consequence of an appreciated 
ratio The fall m the prices of imported articles between 
September 1929 and December 1930 was 10 per cent whereas 
that in those of exportable commodities was 30 per cent 
“ Warnings which were repeatedly given turned out to be 
true ” 

(2) The purchasing power of the agriculturists fell very 
much and imports became as unsaleable as exports 

(3) Deficit budgets became the rule rather than the- 
exception 

(4) Gold resources v ere frittered an ay and debts con- 
tinued to be piled up A new debt of about 252 crores “ has 
been contracted during the last seven j ears, and the rate which 
has been paid for three months accommodation has been any- 
thing from 1 percent to 2 per cent higher than the rate at which, 
banks have been able to obtain deposits for a like period Iso 
wonder that at times when monev has been available m other 
financial centres at 2 per cent or 1* per cent the Bank rates 
in Calcutta and Bombav have been as high as 7 per cent, 
or eun s per cent The net contraction of enrrenev from April 
I, 1920, to date has amounted to about 125 crores Trade 
has suffered and c o has industry The Indian agriculturist 
finds himself at present unable to meet his liabilities He is 
not in a position to-day to pay either the Land Revenue or the 
interest on the money he has borrowed Iso donbt the world, 
depression is partly to blame, but it is the appreciated rupee 
which has precipitated a crisis m his case ” Sir Purushot- 
tamdas Thakurdas had predicted this when he wrote m lus 
Sole of Dissent to the Report of the Hilton-Young Commission 
as below — “ If gold prices fall — and Indian prices must follow 
such a fall — India will be faced with a still higher fall — the 
double effect of the operation of the present rate of Is 6<7 and 
also the world fall I cannot but contemplate such a prospect 
with very senous misgivings for it will hit the Indian producer 
to an extent beyond his capacity to bear In a word it will 
hit, and hit vpry hard four-fifths of the population of the- 
countrv that exists on agriculture ’ (Para 98, page 130 of the 
Report ) 


15 See Appendix A to the Report of the Federation of Indian 
Chambers of Commerce and Industry on the Second Bound Table 
Conference 
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The total interest bearing obligations of tbe Government 
till March 1931 stood as below — 

Mai ell 31, 1934 919 00 crores 

Mai ch 31, 1927 1,006 19 crores 

March 31, 1931 L,171 96 crores 

Mr Bnla fuitlier wrote m connection with the step taken 
m 3931 to link the rupee to the steihng as follows — “ The 
effect of this pobcy may be disastrous m many wavs For 
one thing, the rupee, even if depreciated to the extent of 50 
per cent m terms of gold, must remain at Is 6d m terms of 
sterling, even if sterling does not depreciate moie than, say, 
20 per cent It can so happen because tbe Bntish Government 
has already taken steps to see that capital is not expoited out 
of Great Britain, and it is impossible not to suspect that this 
move is designed to help the Bntish investor to bring his money 
back from India at Is 6 d when suspending the exchange 
standard entirely would have depreciated the rupee, not only m 
terms of gold, though to a greater extent, but also m terms of 
sterling ” 

Beport of the Beserve Bank Committee 

The Beserve Bank Committee m Paragraph 19 of their 
Report observe that in the present state of monetary disorgan- 
ization throughout the world, it is not possible to incorporate 
m the Bill provisions which would be suitable when monetary 
systems have been generally stabilized In these circumstances 
the only sound course for India is to remain on the sterling 
standard The Committee do not express any opinion upon 
the meats or demerits of the present ratio, but point out that 
there will not be any change m the cle facto situation by the 
mere coming into operation of the Beserve Bank Act 

A considerable majority of the Indian delegates regarded 
a suitable exchange ratio as one of the essential factors for the 
successful working of the Beseive Bank They weie of the view 
that the Government of India and the legislature should examine 
all relevant considerations to ensuie minimum possible strain 
on the Indian currency system Sir Purusliottamdas Thakur- 
das m a separate note has pressed foi a change m the ratio 
when he writes, “ My own view is that, m fulfilling some of 
the prerequisites of the inauguration of a Beserve Bank, a 
review of the latio is absolutely necessary ” (For further 
details see. the Chapter on Beserve Bank ) 

Recommendations with icgaul to Rcscives are contained 
m Paragraphs 21 to 26 of the Report The Bupee Eedemp- 
tion Fund is to be dispensed with At the outset a sum of not 
more than Bs 50 crores should be transferred to the Bank. 
Any surplus above this amount which would be removed 



25 4 THF IMH IS V0ZE1 V4HKFT 

from the reserves should be held by the Government as 
bullion and not as eoin If m any year the minimum hold- 
ing of mpees by the Bank exceeds 50 crores or one-tenth of the 
whole reserve it can make over the surplus to the Government 
to the extent of Rupees five crores m any year and the Govern- 
ment will have to pav fall value for this to the extent of 10 per 
cent m sterling or other external assets acceptable to the Bank 
it the Bank s external assets at this time did not exceed 50 per 
cent of its reserves The Reserves of the Bank are to have an 
ample margin over the statutory minimum and the initial 
portion of gold and sterling assets must not he less than one- 
half of the hahihtiei of the Issue Department 
Rupef ‘Sncbnmts 

According to Clause 31 (3) of the Reset ve Bank Bill of 1928 
the amount held of the Government of India rupee securities 
was not to exceed at any time one-fourth of the total Reserve 
or Rs 50 crores whichever was less and the Committee have 
tc commended that the provision should he further examined 
lest it should prove too restrictive to the open market opera- 
tions of the Bank 

Gold securities have been recommended to be replaced 
by sterling securities Gold com or bullion and sterling securi- 
ties are to be 10 per cent of the Reserve There is to he a mini- 
mum gold holding of Rs 35 crores Sir Purushottamdas 
Thakurdas wrote a Minute of Dissent because the Committee 
did not bx a minimum gold holding m relation to the note 
iniuc IIis view is that the whole of the present gold holding 
of Rs 44i crores should be eaimarked as the minimum gold 
reserve In case Rs 35 crores is aecepted as the minimum, 
the percentage of gold to the note issue should not be less 
than 15 per cent and he prefers the first alternative i c , of pre- 
'cn-imr the present gold holding intact, because he writes that 
‘ I appreciate the difficulty of requiring the Reserve Bank to 
buy gold at a premium should the currency recovery of the 
world be slow and difficult ” (For further details ' see the 
Chapter on Reserve Bank ) 

Indian Piper Currency 

Before 1860 the three Presidency banks were allowed 
to issue notes parable to bearer on demand subject to certain 
regulations with regard to maximum issue and reserves In 
that year a scheme for Government paper currency was intro- 
duced and the nght of note issue was taken away from the 
banks The Paper Currency Act of 1861 divided the country 
into seven circles of issue namely, Calcutta Cawnpore, 
Lahore, -Madras Bombay, Karachi and Rangoon, and notes 
of the denomination of Rupees 5, 10, 50, 100, ''500,' 1 000 and 
10,000 were issued They were to be issued without limit 
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in exchange foi rupees or British gold sovereigns to the public- 
and in exchange for gold bullion on the requisition of the Con- 
troller of Currency Within then respective circles of issue 
they were declared unlimited legal tender at the Government 
tieasunes and m private transactions 

V certain fixed amount of notes was backed up by the 
Government of India Bupee Securities as a guarantee foi their 
convertibility Beyond this sum a leseive of bullion and 
com was to be kept to the full value of the notes issued Though 
as a light, they could be encashed at the head office of the 
circle of issue only, notes of other circles weie encashed at 
Government treasuries for bona-fide travelleis and railway com- 
panies Government dues could be paid m the curiency notes 
of any circle 

In 1903 the first step was taken to abolish the circle system 
as it prevented the expansion and popularity of the notes 
The five rupee note w as made universal legal tendei except 
m Burma and this restriction was removed m 1909 Notes- 
of the denomination of Bs 10 and Bs 50 were universalized 
m 1910, of Bs 300 in 1911 and the Chamberlain Commission 
recommended the universalization of Bs 500 note also This 
led to a rapid expansion of then cn dilation Facilities for 
encashment of notes were provided at Government treasuries- 
m various places and the Presidency banks also provided such, 
facilities During the War the uncovered issue was mcieas- 
ed, but further development m tlieir expansion ceased The 
Smith Committee recommended the abolition of war time 
restrictions and the provision of extra-legal facilities for their 
encashment to make them more popular 

Paper Currency Deserve 

The maximum fiduciary issue fixed by the Act of 18G1 
was rupees four crores and the limit was mcieased from time 
to time bv special Acts It was raised to six ciores in 1871, 
eight crores m 1890, ten notes m 1897 and twelve croies m 1903 
Up to that time the secunties were the rupee securities of the- 
Government of India held in India The Act of 1905 authoris- 
ed the holding of sterling securities m England up to two crores 
Since 1905 a pait of the invested portion had been in sterling 
secunties In 1911 the security reserve was raised to 14 crores, 
four crores of which were to be m steihng securities 

Up to 189S the whole of the metallic reseive was held in 
silvei com in India, but aecoidmg to the Gold Note Act of 1898 
the Government could keep any portion of the metallic reserve 
m gold com and the Act of 1900 gave powei to hold a part- 
of this gold com m London The Act of 1905 authonzed the 
Government to hold the metallic leserve oi any portion of it 
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in London or India and in gold coin or bullion or m rupees or 
silver bullion All the rupee com was to be held in India only 
As the note issue gradually expanded, an ever- diminishing por- 
tion came to be invested and the proportion of the liquid reserve 
increased to 80 to So per cent The reason was that the liquid 
portion of the reserve was used to support exchange when- 
ever necessary and tins was the first bne of defence of the cur- 
rency system This was at the cost of economy and the pro- 
portional reserve system would have served the purpose better 

Criticism of the pre-war composition of the Paper Cur- 
rency Reserve 

( I ) The metallic reserve was unduly large 

( II ) It was impossible to increase the fiduciary issue except 
by lesort to legislation 

(in) A part of the Paper Currency Reserve was invested 
in sterling securities in England The first two conditions 
made the system inelastic The reason for maintaining a part 
of the fiduciary portion m sterling securities was that they were 
useful and that they were not hkcly to depreciate m value 
The arguments against the prov ision were that the maintenance 
of the exchange value of the rupee was not the proper function 
of the Paper Currency Reserve winch ought to have been to 
ensure the convertibility of notes and that sterling securities 
also could depreciate in a crisis m England Pubhc confidence 
could be secured by keeping the whole of the Reserve in India 

Note issue was entirelv dissociated from banking and 
there was the Treasury system and large sums were locked up 
m Government Treasuries producing a stringency in the money 
market during the busy season 

The internal currency was inelastic and it could not be 
expanded except by importing funds from abroad by purchasing 
Council Bills or by importing sovereigns The cheque system 
was not and is not even now much m use m India to relieve 
the monetary stringency \ In other countries specnl temporary 
issue of paper currency is made against commercial bills of 
exchange and by placing Government funds at the disposal 
of a Central Bank The Smith Committee had recommended 
the issue of emergency currency to the Imperial Bank against 
■90 days’ bills and when m 1923 the Reserve Treasury system 
avas abolished m India, Government funds were placed at the 
■disposal of the Imperial Bank which began to act as the 
Government Bank 

The Chamberlain Commission had recommended that the 
fiduciary reserve should be fixed at the amount of notes held 
by the Government m the Reserve Treasuries plvs one-third 
of the note circulation The Smith Committee recommended 
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tint tho metallic portion sliould not fall below a minimum 
percentage of the note issue and the pioportion suggested was 
40 pei cent though they emphasized the necessity of keeping 
a substantial margin above the statutoiy minimum during the 
busy season These measures weie leeommended to remove 
tlio inelasticity of the cimency in tins country In both cases 
the fiduciaiy reserve would increase automatically with the 
increase in circulation and lesort to legislation would become 
unnecessary The Government accepted the suggestion of 
the Smith Committee and fixed a minimum of 30 pei cent 

Eitects or the War 

In the beginning tlieie v as a gieat lun on the Cunency 
Offices for the conversion of notes and m the fiist eight months 
of the Wai, notes of the value of Rs 30 crores were l e turned , 
but as confidence levived the note emulation increased Aftei 
March 1015 the efteets mav be summarised as below — 

(1) Papei cunency was inflated to a great extent owing 
to increased demand foi cunency 

(2) The fiduciary issue inci eased fiom 14 ci oies in 1911 to 
120 croies m 1919 by various Acts and peimanent and tem- 
poiaiv investments gradually increased to 20 ciores and 100 
ci ores respectively Tins was because the Government expe- 
rienced a gieat difficulty m finding enough com to he held m 
the leserve and hence the mciease in the invested portion 
The Government incurred in India a huge expenditure on 
behalf of His Majesty’s Government and on behalf of the Domi- 
nions Theiecovoiy of this expenditure was made in London 
by the Secictary of State and investments weie made m the 
.British Treasury Bills or sliort-teim sterling secinaties 

(3) The metallic reserve fell fiom 78 9 pei cent m 1914 
to 35 8 pci cent m 1919 

(4) Hotes of the denomination of Be 1 and Bs 2| weie 
issued m Decembei 1917 and Januaiy 1918 respectively 

(5) Extia-legal facilities for encashment of notes were 
abolished owing to the scaicity of rupees and, therefore, notes 
were at a discount m some places These facilities were restor- 
ed m 1920-21 

(G) 200 million ounces of Amencan silver released nndei 
the Pittman Act weie imported into India to meet the Paper 
Cunency crisis of April 1918 

In September 1919, by the temporaiy amendment of the 
Papei Currency Act, the maximum limit to which the Currency 
Besei ve could be invested was raised to 120 croies and 100 c rotes 
liad to be invested out of it m the Bntisli Treasury Bills In 
March, 1920, these provisions were extended for another six 
months The restrictions with legaid to the location of the 

9 
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reserves tucI tl or rapt*' or sterling oh ir.u t < r wore ibohshod 
Then was t great demand for lomitt into- to London and it v* is 
not possible to mec t it from time i*-h b dance sot tlmPt cretin of 
State St< rlimr -f'curit u s li* W m the P ipor f'mrent x Re =( n o in 
London had to be hold to meet it J his meant the withdrawal 
and cancellation of uirrcmv note- in Jndn >t the Titc of 
Rs 11 to £1 to the extent of thi rupee value at which the 
sterling Meant ios were he'd m the Ik-mc 

On Onlnbtr 1 1921, the Indian Paper Currency Amend* 
incut let wa« passed who~e provi=ion= vere a« given below — 

(0) Pmnflnrnf j/roreseom 

0) 'ihe metallie re-erve w \s to be it k^st 10 per eent 
of the total reserve 1 The P> dungt on-Smith Committee hael 
rocommcmkd 40 per cent 

(u) Barring R« 20 e rore ■, worth of r-ccvmta s held in India, 
the remainder were to b< held m Lngl *nel end were to be short- 
term Hcuntu s of a duration of not more than 12 month 1 : This 
was m accordance, with the 'tiggo'dions of the Smith Com- 
mute e 

(m) Lmergtnev earn nc \ could lie creiteel bv a loan to 
the Imperial Bank from the Piper C arremcv Reserve to the 
extent of Ik Icrorcs vhicli hunt v w ruecel to Rs 12 trore 5 
m 1921 against 90 drvs bilk of exchange at ^ pe>r eent 

(n) The Seen tary of St etc v as not to hold more thin 
me million pound-* in gold bullion in London 

(6) Temporary pjomwm 

(1) The invested portion for the time being was fixed at 
65 core 1 ' 

(u) Rupee «pcunties kuown is ad hoc securities were 
ereatcel bv tuc Government which were 1 to be gradually 
replaced by sterling sfcuniics The funds for pnrenasing the 
latter secuntics were not available m large (quantities The 
income from the following sources w>s to be uaid down mto the 
Paper Currcncv Reserve to reduce the created rupee securities as 
were above the permissible figure of Rs 12 crores — • 

(1) Interest derived from the securities in the Paper 
Currency Reserve 

(2) profits on the fresli coinage of rupees , 

(3) interest on the Gold Standard Reserve when it 
exceeded £40 million and 

(4) interest on commercial bills of exchange deposited 
with the Controller of Currency 

These were the sources of income which were diverted to 
reserve except m 1921-22 when the excess m the Gold Stand- 
ard Reserve was used to cancel ad hoc securities 
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On April 1, 1027, the gold and stalling securities m tlie 
Taper Cmrency Reseivc wane levalued at Its 13-1-3 to the 
sovereign m aceoi dance with the piovisions of the Indian 
Currency Act of 1027 From 1920 fill 1027 they wore valued at 
Rs 30 to the sorer eign The lesult was an rncrease of Rs 9 30 
ciores m the holding of gold and stalling secuiities Tins was 
used to cancel an equivalent amount of Indian Tieasury Bills 
The composition and location of the Paper Currency 
Reserve fiom 10 >j to 1030 is shown in the following table — 
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The composition of the Currency Reseive held against the 
note circulation at the end of each month — 


(In lallis of i upccs ) 
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1 00 3 1 

1,17 80 

*25,85 

0,01 

10,10 


Apnl 

1,00,11 

1 ,1S,20 

27.51 

7,20 

7,20 


May 

1,51,79 

1,10 (U 

20 21 

7 31 

7,11 


June 

1,32,51 

1,22 11 

17 11 

7 50 

5,37 


Tuly 

1,55,05 

1,25,00 

10 50 

0 00 

0,53 


August 

1 ,5 1,58 

1,20,01 

12,37 

5,11 

0,10 


Seplembei 

1 13,71 

1,20,81 

4,21 

5,71 

o to 

2,50 

Octobci 

1,50 75 

1 ,2 1 05 

1,30 

0 92 

23 83 


Novembo 

1,02,30 

1 21,01 

4, IS 

7,75 

2S,53 

2,50 

Occembci 

1,70,30 

1,15,05 

1,50 

7 04 

49 25 
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January 

1 70,10 

1,0S,S8 

4,33 

0,05 

55,00 

3 50 

February 

1 70,5-1 

1,04,12 

4,02 

8,00 

50,41 

3,00 

Maicli 

1,78,11 

1 01,00 

5,20 

0,23 

57,04 

3 75 




{Indian Tear Pool, 1033, 
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Gross emulation m« ins tlu v ,'hn of ill notes tint line 
been issued, but 1 m e not lx t n paid oiT It diminish* - imiallv 
in tlio busj reason l«niw tin Impend Buik rml the Go\ em- 
inent Trt isuries send thoi notts fm en< ishmtnl to tlie Paper 
Current v OlTiecs when < ish is uqimtd for morin" the ctops 

\clive cirnilition is the rinonnf of notts issued mimii 
tho^e held in Govcinnunt Tn mint -> tnd local head ollitts 
of the Impend Bank o! Indn It intn i«es in tlu him st ison 
becatisf notes rit ustd in meeting the scrmnl demand side lit 
side with ctsli 

Tin C.oin SrAMrvnn 111 si u\i 

The cication of i "old reserve w is recommended hr 1 lie 
Fowh r Committc e ind the piohts on tlu* coinact of rii])Cts 
were to he mt ipait and hi pi m "old as r spenni resent 
in Indn The Connnittic wiote “Wo 1K0 lctommend 
tint anv profit on the cornice of mpct« should not he credit 
eel to the revenue or held ns .1 portion of tlu oidmarv hal mees 
of the Government of Indn lmt should lie kept 111 cold as a 
special resent mtnclj ap irt from the Pipei Cuiiencj Reserve 
and tlie ordinan Tieasurv hal mets ’ 1 ht nst of this reserve 
as supreestt d hv tin nr w is tli t d should he frctlv av ulahh 
for fort nm remit* nice whencvei the t \ch rmrt fills hilow 
specie point, ind the Government of India should make its 
Cold available foi tlu purpose, when mtossrrv, under such 
conditions as the tncunistinces of the time mav ri ndcr dt °n- 
ablc Tor c\ample, the Government of India micht if the 
exchange showed a tendency to fall helow specie point lemit 
to I ngland i portion of tilt cold which it may hold, a corres- 
pondinc reduetion hnne made 111 the dr ivuucs of the Seeiet irv 
of State and when it has accumulated a sufficient "old rosoive, 
and so long as gold is available in its Tieasurv, it might 
discharge its obligations 111 India m gold insteid of rupees 

Thus its xmnupnl use was to maintain the external 
value of the mpee and to pi event it fiom falling helow the specie 
point m case of an advei so balance of ti ide Undei such 
circumstances gold was to he made fieelv avail ihle for foreign 
remittance jmiposes This gold was to he kept in India It 
was for the first time created in 1900 when coinage of rupees 
w as undertaken 

As soon as this Reserve was established the jrrofits on 
rupee coinage were sent to London and invested m secmities 
there The Fowler Committee had recommended that it should 
he kept m India hut it was taken to England In case of an 
unfavourable balance, tlie Secietarv of State stopped selling 
Council Bills m London which prevented any addition to the 
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lupeo cnculation m India and for Ins various needs the Secre- 
tary of State could utilize tins Reseive At the same time- 
Reverse Councils would be sold m India on London which 
would mean withdrawing of nipees fiom circulation m payment 
of these Reveise Councils Both these measures would bring - 
about a rise in the value of the mpee 

At the same time India’s unfavouiable balance would also 
be liquidated The payment of these bills would be made from 
the Gold Standard Reserve bv the Secretary of State It 
could also be utihzed to meet the Home Cliaiges, because when 
the device of Council Bills m the event of an uufavouiable 
balance of trade would not be available, the Secietary of State 
would meet the Home Charges from the Gold Standard Reserve.. 

Amount, Composition and Location or the Reserve 

As lias already been noticed the Secietary of State decid- 
ed that the profits of rupee coinage should be remitted to 
London and invested in steilmg secuuties and this policy was 
pm sued thereafter In 1906 a sbglit change was introduced 
To meet the sudden demand foi lupees a special Teserve was 
created m India outside the Paper Cunency Reserve It 
was to be a part of the profits on rupee coinage and w r as to be 
m the form of coined rupees 

There w r ere thus two branches of the gold reserve one in 
London and the other m India m the foim of rupees This 
Reserve was called the Gold Standard Reseive As already noted, 
the Mackey Committee recommended that £ 1 million of the 
Gold Standard Reseive should be utihzed for railway capital 
expendituie and m spite of protests from the Government of 
India and the Indian commercial community, the Secretary 
of State actually diverted £ 1,123,000 on railway capital 
expendituie The Secretaiy of State changed his decision m 
1907-08 when the Gold Standaid Reserve was lut very hard 
by the cnsis and £8,018,000 w r as wnthdiawn to meet Reverse 
Councils 

The Government of India, in tlieir despatch of 1st Apiil, 
1909, pleaded for a larger holding of the Gold Standard Reserve 
and considered that the minimum amount m the Reseive should 
be £ 2o million, apart from the gold m the Paper Currency 
Reserve and Treasures and till that limit was reached, the 
profits of rupee coinage weie not to be diverted to capitaL 
expenditure on railways They also maintained that a sub- 
stantial pait of it should be m a liquid form and not m securities 
and also urged the importance of holding a laige amount in 
India The Secretary of State agiecd to the minimum amount, 
but he did not agree to keep a large pait in a liquid form and 
only £ 1 million was to be kept m a liqmd form on short loans- 
and m Bank Deposits 

9a 
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N,-. thirds it auio nn ’hi 1V> niifp-'io’' jm m>ii out t \ it 
,\ns r» quirt it to m> < ! tin tlmm i h * i * id *<* non’ ! i a 
mu nmii >')li t> tint* of t »■ '<!» n>! tm'aio* it m ona! <b 

penih d upon tli trr*» n t !v (*> hub i s t r ' < 5 * id t ! ' • '■hut i » 
mlitHP(s tint would h<’ i» . d 1>\ Mif’Miii* tbb < audit on 
In tin iin <H 1'<<<T <is nmm.ts „ t j, s , ,{ )tt uh n> t in’uni'Oi 
pro-pi nt\ toit’iimd to nom i*tu inin uni nlu f t Hindi 
tmi>s \ on fmtluT .Hiuuii it"! <i f oi«’ fnhim ton 1 ' 1 
ri-tor< it'-il r men it Midi Gnu lur « v h , oulil (olli’oi 
in the Uitov \I TV i nnmn'iiii 'rot* 1 ! , t<> *tv»i it *m 

culnuce m tin ii>'ni il In for. .In- 1> >1 me < n* tr’d< i m r.ii'tt 
t«M If th >i tin Rf i rn i\nt* mrl it. n otitu ml si t*< -nt’ii 
tilth liquid to In u-id it o.n i ml -ubnu’nh l lr^’i to n’t < ! 
tho mini piojonc<d ‘■t on 'o nlm’i i! m i\ n nuti'Llv b arui- 
cipitut thil ,! n\ murl'l be i ■> po * tl 

No li\]iot v tui! !umt 1>. \ otid wlinh *ddili<nts to tlu 
Ki' on e \ on. to it m no, humm- 1 ml ilimn but the opi- 
nion in. o\pn '■til tint tin ‘-u_ , „t , - , i d limit of 1 <UKt 0<)0 
nn not mb quite mu tint ill tin nroti?' of ruin < lounit. * 
should lit mditid to tin llmni 

As rijniK Us i i)iii]io-itu>n then t conn u inl nT uv>i« wire 
n noho — 

j(i) \ mm h hrmi notimn .Km Uu mut -tul ti>t <1 
'•iiiHilu In In Id m situ 1 "old In i w of an e\thinco tn-a- 
m Indn 1 ~co si ih» iwmnimi o f mi until- vtmhl mini 1 
full in tliiir ' line nul lon-nji mth «rr< >t los- would be inn 
id >nd if m 'ddition, linn u is i imn in ! oiiilon the loss 
would be vm senor limit tint wioti tint India should 
be independent of London m this r< sp it n f ir n possible 

A total of ibout 110,000,0(10 m cold could be secur- 
ed it omebi in I'vlnimt of insets lutwi >n tbe Gold Mandrill 
Reserve and tlie 5>»pir Cumni\ Pisirve L’ln- tot il should 
be raised (o i I"> 000 000 ami thereafter tlu aim should be to 
keep one half of the Resent in "old 

(‘3) The bihu Biinili of the Gold Standard Rosen c 
held in India was to he iboltshed ami the rupees wire to be 
handed our to the Paper Cnrrencv Rcseno in lachvngo foi 
.gold 
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\s i egards Hit' Inc it mn <>f the Iteservo flic majoritj- hold 
London i*- tin* most •■uit ibh pi no foi it Thov pointed out. 
tlut ‘London ^ tho i h nun*; bouse of tho woild Indu’S 
chief nipt oim r is tin \ mt<d Kingdom, and London h the pi ice 
" In n> nmnc\ i- icejmutt both foi the exi'cndilnie of the f^ere- 
t ire oi SI >te on ImLi In h tit nnl lm pivmcnt of India s 
i finmi'U' d obhg 'lions tnllmi onnti v uid the world in genei il 
ff the Itcsme . tii Kept m liidu it would Ime to bo '•hipped 
to ] ojidmi to lie u->ui tin would ininlu del n at a moment 
wh r, n iniinednL utmn i» c-sentnl 

The sih’t bi.uuh of tin Gold Maud ml Beseii e was 
ebohdud m 10t“> and dining md Jtei tin. W « tin Kescive 
was largoh In hi m dorhng siumtid 

The following tilde <in<« the composition of the lfmene 
bit \\<.ni 1**1 3 md l'*jn — 


>£ 


Metallic IVntion — 

Gold In i mb i 
In London 
Sihi l m Indn 

Invested Portion — 

Sf>( until s 

"Mom \ at pIioi t notice 


Million-, ' 

101 5 1017 1919 

Much Much >.o\ 30 

1 

1 1 
l 


10 21 
1 0 


Potnl 22' 32 17' 


Pit COMM! Mill IONS OI rill B UUSCUOVSUHH COMMIlllX 

The Committee did not favour auv m tuimim limit for they 
held that m the unit of n sudden full m prices, Indian tnde 
might be ‘uhewh atlteted and a lu men. call made on tho 
usomet- foi suppeulmg the exchange than m the past. 

(1) The pi edits of mpeL coinage wcu' to be credited 
entirelj to tbe Rosen e 

(2) The Boson e should contain a consuleiable piopor- 
tion of gold But as conditions of obtaining gold were not 
fas our ible and gold was lcquned to a meat extent to suppoil 
notes, the Committee lecommendtd tint tho Peseive should 
be kept as liquid is possible bj holding sccunties with only 
alites of mat lints f J'he aim should be to hold all tho invested 
portion of tho Itcsoivo m socimtics issued In govcinmonts 
within the Bi ltibh Empne, otliei than tlie Government of 
India, and having a hxed date of matunty of not moic than 12 
months 
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(3) A portion of tlie Reserve should ho held in India to 
fcccuie confidence , but the "old holding should not exceed 
one -halt of the total and it should he made available only for 
cxpoit purposes 

(1) The sterling investments of the Jit sen e should con ' 
tmue to he held in London 

In 1920, the Government sold £ to 332 000 of Reverse 
Councils which weie i>aid m Loudon out of tne proceeds of the 
sale of sterling Securities and Treasury Hills m the Paper Cur- 
rents ltcsmc In 1921 the mtuest on the securities m the 
two Kcscnes was decided to he utilized foi reducing ad hoc 
securities in the Paper Cnnc nev Bescrvo On 30tli September 

3921, the JReserve exceeded £ 10 million In Juh 1923 it 
w as d< tided that £ 20 million should he m seumtics not 
exceeding 2 x ears’ matui it \ , £ 1 0 million in securities not 
exceeding 10 j tars, and £ 10 million m securities not exceeding 
5 years’ maturity 

On 31st July 1921, its composition was as below — 
Location Amount, 

£ 

Tn England — 

British Government Securities 10,119 211 

Cash at the Haul of England 114 

Total 10,119 75S 

Eecomvicxdatxoxs or a nr Urr ton- Young Coxnnsfciox 

The Commission pointed out the following defects m 
connection with the Gold Standard Reserve — 

(1) There was no clrai hue of demarcation between the 
purposes for winch the resenes were to he used 

(2) Beside^, the amount of tlie Gold Standard Reserve 
and the time and manner of its use were wholly within the 
discretion of the Government Tlie Gold Standard Reserve 
being built out of the profits of coinage the amount actually 
earned to the reserve depended on the price at which the 
silver was purchased and not upon the liabilities outstanding 
Any estimate of the amount of the outstanding rupee circula- 
tion was largely conjectural it might be estimated at 330 to 
400 ciorcs against which the reserve hild at present was 
only 33J crorcs It was true that a portion of the reserve 
against the silver mpee was earned in the coin itself (m the 
shape of its bullion value) but it was admittedly difficult 
to make any immediate use of the metallic contents of tlie 
silver rupees at the tune when those lupees were seeking con- 
x ersion into sterling (Para 15, pages 7 and 3 of the Repot t ) 
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Hie Commission, therefoie, leoommended tlio unification 
of flip Paper Curnncj mil flu* Gold Standard Reserves and 
piopo'-ed tint the piopoition and composition of the combined 
Resent* should In* hvd l>i statute 

'1 lie constitution ot the combined Receive recommended 
was as below — 

(«) '1 he lnbilities of the Ranh \tere to consist of Rs 183 

cioies of notes i-snul and Rh ">0 uoies a as to be set aside 
ns prosision against eennewon of hoaided rupees into gold 

(5) The assets of the Rank wue to consist of — 

(1) Gold and gold s<curities to be at least 10 per cent of 

tin habihtus but gold was ultimate I\ to be 23 pci 
cent of the habihtus mil this hunt was to he 
it tamed in 10 aoais, with a minimum of 30 crorcs 

(2) Rupee seumtus should not tvtecd 23 pel cent of 

lnbilities with a minimum of .30 ciores 

(1) A reasonable amount of input's should bo kept by 
the Rmk to nuel the wants of the public, though 
no ht ituton obhgition was imposed upon the Rank 
to com ei l its own notes into rupees 

111 UMMrMlATIONS 01 LIU hOMKIN COMUinlX 

(See Chapter on ‘Riseivo Bank’, pages mo, l‘H and pages 
2,33, 231 of this Ohaptei ) 

Rj roa.MFM) viions ot Tin: Rrvi uu, Ramv Suict 
C ouumr r 

(1) The minimum gold holding m the Issue Department 
should be i .used to Rs 10 croies 'I’lie Bill provided foi Rs .35 
erores only 'flic existing Reserve with the Government is 
Rs 111 ciores 

(2) Foi silvoi securities the minimum of Rs 50 croies 
is accepted as provided in the Bill, but tins is to be raised 
gi nduall-y b\ Rs 10 cioies subject to the sanction of the 
Govemoi Genci.il 

Sn Geoigo Selmstei and 3Ii Tayloi in a note accepted 
the minimum of Rs 40 croies of gold reserves, but held that 
the statutory provision should not be so framed as to li.unpei 
the disci ot ion of t ho Rank to utili70 its cuueucy lesorves m 
amannei that was most efleetn c for maintaining the stability 
of the curiciicv 
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Details of the Balance of the Gold Standout Resene on the 
31 si Mai eh, 1932 


In England — 

Estimated value on the 31st Alaich 1932 of the 
sterling securities of the nominal value of 
10 370,000 (as per details belon ) 

Gold fin England 
wia (In India 

Cash at the Bank of England 

£ 

10 094,637" 
2 132,334 
27,133,000 
29 


Total 

40,000,000 

Details of Investments 


Pace Value- 
£ 

4 220,000 

830.000 

1.250.000 

2.500.000 

250.000 
1,500 000 

British Treasury Bills 

Treasury 4 per cent Bonds 1931-33 
Treasury 4( per cent Bonds, 1932-34 
Treasnrj 5 per cent Bonds 1933-33 
Treasury 4 per cent Bonds, 1934-36 
IT ar Loan 3 per cent 1929 47 stock 



Total 

10 570 000 


{Indian Tea) Bool, 1933, page 878 } 

Council Bills am) Eev ersf Col a oils 

The system of Council Bills and Beverse Councils was- 
an important jiart of the Gold Exchange Standard system 
during the pre-v ar period The Government were never bound 
by law to sell Hi verse Councils or steihng bills and occasions 
for silling them have been comparatively scarce Council Bills 
or rupee bills were sold by the Secretary of State in London 
to banks which had to remit money to India The Secretary 
of State obtained funds m London in sterling This practice 
dated from the time of the East India Company and up to 1893 
the sale of Council Drafts was limited usually to the actual 
requirements of the Secretary of State for meeting the Home 
Chaigts The Secretary of State could obtain funds at the 
most favourable rates m tins manner and the system provided 
convenient means of settling a part of the debts due to India 
from foreigners on account of tbe excess of exports over imports 
from India The existence of this surplus m normal times made 
the system of Council Bills and Drafts possible 

Dor some years after 1893 their sales w ere stopped to force 
up the exchange value of the rupee and thus a negatn e use of 
them was made Eupees were thus less freely available and. 
their value m sterling w ent up According to* Act II of 1S9S- 
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Count il Diafts v.nv sold ug nnst gold "et aside at the limit of 
Jlnghnd as part of the Indian I’apu ( miencj Reserve and in 
India notes vere issued to meet the Council Hills The object 
w is not nicrt-h to obi tin fund-, from India to meet the Home 
Charges. but il'O to e\puid nun lies m India Later on, 
gold obtained m l midon In the sab of Council Hills wa-> made 
available feu pimha-ang alui to hi coined m India Since 
1901 the offer of Council Hills wa- Kept standing Council 
Diafts w ere also sold m my, und I9oo to attiact sovereigns 
to Rngl md which would Ime bun Milt fiom Fgvpt and 
Austnln to Indu In R'O'l and 1010 tbu. wen froch sold to 
get gold m London m plue of the luge quantities of rupees 
which had accumulated in tin Gold bt mdard Reset vc in India 
thiongh the hales of licuni Councils m London duung the 
crisis Thus the Gold St unlurd Restive Fund w is taken hick 
to London ’flu objects ot t mined Lil's he c atm widen and 
they became a part and pared of the Government policy 
legarding finance currenev iml exchange 

Thcv went* sold m London cm IN eelnesd.iv s to the highest 
bidders subject to a minimum price' On uitormcdi ite class 
Intc rmedi de cu Sputd Hills were "old at a somewhat, higher 
rite 

Reverse Councils were st oiling hills sold in India upon 
the Secretarv of State Thcv were sold m tlu ciims of 1907 
to provide Funds to the importers in India 

Cjvtl’IU'SW OI lilt COLNCIl Plans Svui VI 

(1) Unneec'ss ardv huge amounts were drawn flora India 
to London, specialtv umc 1901 It was defended on the 
ground that the '■’eerctarv of State was einblcd to strengthen 
his fmanenl position hut win it was neeosxan 1o strengthen 
the financial position was novel explained it was pointed 
out that l>y dinwing more money than was immediately 
required by" the Secretary of bt etc, a u duet ion of debt was 
made jiossihle These excessive drawings made possible 
surplus budgets m India and the proper thing should have 
been to reduce taxation than to avoid debts 

(2) feupei fluous money was lent m London at very low 
rates of mte test to ‘ approved ’ horiowers whoso list was main- 
tained by the Secietiny of Stale Complaints vveie often 
made that favouritism w is shown in the aelnnnist ration of 
these loans - 

(d) Council Hills vveie often sold at lates below the specie- 
import point oven when funds weio not uigenlly icqnjrcd 
m London 

l The system was justified on the ground that it was a great 
help to the foieign Unde ot India On the olhei hand, it is. 
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pointed out tliat trade could have taken care of itself and this 
lias keen so whenever for some reason their sales have been 
temporarily stopped Thus there was no reason vky the Gov- 
ernment should have gone out of their vay to assist trade 
in. tins manner They ought to have made gold freely avail- 
able for export whenever required 

The Cbambenain Commission pointed out that the sale 
of Conned Drafts mitigated the seasonal monetary stringency 
in India The demand for money aro-e m the first instance 
from the necessity of financing the crops np country accord- 
ing to the Commission but the Council Drafts were taken only 
when the produce was ready for export Thus there was an 
important period during which the needs of the market were 
not met by tins systt in The Commission remarked ‘ It is 
obvious that the sales of Council Drafts are affected bv cir- 
cumstances quite independent of the Indian money market 
a high bank rate m London for instance or the holding back 
of produce m India for higher prices may result m the demand 
for Council Drafts bung slack in the busv season, nliile Tevenue 
collections are as hcasy as ever In this case the money so 
collected accumulates in the Deserve treasuries and remains 
locked up that ’ Thus Indian money was lent m the London 
money market and it was locked up in the Government trea- 
suries to India in times of scarcity 

System or Government Purchase of Steeling 

In 1923-24 the sales of Intermediate Councils at higher 
rates were stopped and were replaced by the purchase of ster- 
ling m India from banks and private financial houses who were 
smiling to sell their sterling resources in London for the offer 
of rupees to them in India This uas done bs the Government 
through the agency of the Imperial Bank In 1924-25 the sys- 
tem vas further extended and the sterling purchase system 
vas the principal mode of remittance Since 1925-26 the 
Council Drafts system has been replaced by the sterling 
purchase system in India 

In response to the recommendations of the Hilton-Young 
Commission the svstem of purchase m India by public tender 
was introduced since April 1927 On Wednesday tenders 
tire received m Calcutta Bombay Madias and Karachi and 
particulars of the amounts allotted at each rate are published 
an each of these places on the following day Intermediates 
nlio are offered at the offices of the Imperial Bank at these 
places at a rate 3/32(7 above the highest rate accepted on the 
previous day on v Inch tenders have been received The 
Government can take advantage of the rising exchange and the 
appreciation of the rupee is prevented above the point fixed 
by the Government Immediate course of exchange can he 
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Accurately judged and purchases can be regulated rvith refer- 
ence to maiket conditions in India Violent fluctuations can 
be avoided with advantage to tiade The exchange banks 
need not discount their bills m London as they can get funds m 
India by selling steilmg bills to the Government and the 
sjstein, therefore, is veiy suitable from then point of view 

Disadi axtages or the System 

(1) The Government can mciease then magnitude to 
■such an extent that free flow of gold into India may bo 
pievented unless they sell such bills for then requirements 
only 

(2) Foreign centies dealing with India are placed at a 
■disadvantage When Council Bills weio sold m London, the 
international financial centie, foieign countnes could easily 
compete m puiehasing diafts on India That cannot be done 
under the sterliug purchase system m India and the Govern- 
ment is pievented from obtaining the best possible puce for the 
Tupee These evils will be avoided when the Reserve Bank 
is established m India and entiusted with the remittance busi- 
ness of the Government to the Secretaiy of State and with 
maintaining the stability of exchange 



UIAPTl'R XIX 
Case for Devaluation 

Tin controvert mrardwE tin r 'tio was started even 
before tlu pri =inl cconomu dtprcuon and the disastrous 
fall of gold prut^ bre lhdown of thr gold standard md Ibc 
universal <hpr< mtion of the old currencies ‘mi Purtidiot- 
t and is Thnluulis in his Minute of J/vr^iiit to the Report 
of the Rov d Commission on Jndim Cum nr > md Iinanrc of 
m2(> hid mule out an nn ui'wcrable r tie for 1 he I to? ratio 
The ratio i ontiovr r-v her, une 1 jmit h achatr (1 issue after 
1027 Indi m businessmen on the one Mdr and the official 
njjolojn-t *• on the otler liat bun waging an < wlless contro 
vprsv on tht nnunt ibihtv of the 1? Or? (gold) ntio Thr 
oilieial ra«e is pre entul l>v S*r George Sdnrter has been 
that an increase of exports and othtr teononne indicts dtnote 
a healths tconmmt progress of tin count rv The conclusion 
was drawn that it deflation of turrenev ind exchange stabiliza- 
tion at Is hr! (<iohl) ntio were roullv rhtnment U to the ttono- 
nuc intends of the lountrv thev would have been reflected 
m a ralmtion m exports Indian businessmen and the 
nationalist economist* did not agree with the xkw that the 
figures of txport trade alone should provide the justification 
of the bight* ratio It has been pointed out that the exports 
of the count rv must continue from the count iv as long as 
tlure are rrops growing and the surplus crops can find outlet 
onlr tlirougli m ports for industrialized agriculture does not 
exist in tins count rv ’ Most of the economic ills of the 
eountiv have been attributed to the Ifh? ratio by the pessimists , 
wnde the optimists have held tint the trav ills of the mdus- 
trnli«ts were after all necessarj to a period of adjustment 
Indian businessmen consider the defhitionaij policy and 
exchange stabilization as u sponsible for tlie gloom J economic 
situation Thev point to tlic hoax's costs needed to maintain 
the ncv> ratio and hold that the case for the new ratio is not 
commensurate with the costs involved The drastic fall m 
prices and the consequent dislocation of the economic machi- 
nery of the eountrv natnralh nvetted the ittention of tlie 
public to the disastrous consequences of the exchange stabili- 
zation pohej of the Government A country-wide agitation 
was started to lower the exchange ratio when the Reserve 
Banh Bill was being framed , but all such efforts came to 
nothing 

Mevmxg oi Dev ylv vnox 

Deflation, icflation, devaluation and inflation are some 
of the current terms of currency which need not be considered 
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in this Chapter m detail Monetary experts have suggested 
deflation and devaluation for cuneney stabilization Deflation 
may be called as a forcible reduction m the price-level by 
contracting the volume of cuneney so as to raise the value 
of curiency umt m gold 01 m teims ot goods ‘devaluation is 
a return to the gold standaid sacrificing the pre-War par 
of exchange and establishing a difleient and a lower one — 
likewise the internal valuation of the cuneney might be 
allowed to depreciate ’ Seveial arguments have been 
advanced foi securing improvement m trade, use m prices 
of pumary products, revival of industrial activity and pio- 
motion of economic pi ogress It is held that devaluation 
can secure these advantages m the ease of Tndia 

Thu Exampie of Other Countries 

Most of the other countries have devaluated their eunencies- 
dunng the course of the economic depression The following 
table 1 shows the percentage of depreciation among the coun- 
tries belonging to the Sterling bloc — 


Fame of the Countrv 

Percentage of 
Depreciation 

Few Zealand 

50 

Australia 

50 

Great Britain 

35 

Canada 

30 

India 

21 


The classical illustration in this direction is the example- 
of the French Franc of 3 92S The depreciation of cuiren- 
cies m Japan and the United States of America should also 
be taken into consideration The imports fiom the former 
country are literally flooding the Indian market The Indian 
Tariff Board of 1932 m then Report legal ding the grant of 
protection to the Cotton Textile Industry point out that 
“with currencies divorced fiom the gold standard m the 
principal countries concerned, there is a serious risk of un- 
expected developments occurring which may seriously leaet 
on the level of juices ” 2 3 The Board are of ojnmon that if in 
this respect “developments occur which to any substantial 
extent falsify the tentative conclusions we have formed, 
there should be no hesitation to jiut m opeiation the provision 
for offsetting duties ’ 

1 See Kmi's aitwle ‘Should Me Unsettle the Settled Ratio’’ m. 
Match 1934 Number of the Mysore Fconomic Journal 

2 Report of the Tariff Boatd 1932, regarding the Grant of Pi otec- 
tion to the Cotton Textile Industii page 1S9, part 199 

3 Ibid , page 191, put 201 
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Let us see how India lias fared in. comparison with, other 
•countries, specially the agricultural countries, which have 
not only abandoned the gold standard, but have also devalu- 
ated their currencies 

Peiceniagc Decline m Import and Expoi l JJollm 
Values since 1929 4 5 


Country 

1930 

Imports 

1931 

1932 

Exports 
1930 1931 

1932 


0/ 

0/ 

0/ 

0/ 

0/ 

0/ 


o 

, 0 

' 0 

/a 

a 

/O 

Argentine 

25 

57 

71 

43 

53 

64 

Australia 

35 

72 

74 

29 

17 

55 

Canada 

22 

53 

69 

26 

19 

60 

USA 

28 

52 

69 

27 

54 

69 

New Zealand 

12 

53 

66 

21 

46 

58 

India 

25 

19 

61 

22 

53 

70 

Norway 

1 

25 

57 

9 

43 

49 

Denmark 

3 

23 

55 

6 

27 

53 


Indie’s imports have declined the least and her exports 
have declined the most It is not suggested that the deprecia- 
tion of the forciem exchanges is the onhj cause of this state of 
aflaiis, but it cannot be gainsaid that it is a very rmpu> tani cause 
of this situation 

The pei centage share of the world’s trade of some of these 
countries may be compared with that of India “ 

1929 1932 



Imports 

Exports 

Imports 

Exports 

Australia 

1 98 

1 79 

1 35 

2 10 

Canada 

3 05 

3 71 

2 87 

3 S3 

Argentine 

2 30 

2 74 

1 55 

2 59 

India 

2 51 

3 34 

2 53 

2 79 


The percentage share of the import trade of all countries 
excepting India has decreased The share of the export trade 
of Canada and Australia has expanded, but that of India has 
declined very much 

The following tv, o tables show that there was a tendency 
for a use m prices fiom the date of depreciation of currency 
and official suspension of gold standard in larious countries 
•of the w orld' — 


4 League of Nations, World Economic Survey, 1932-33, page 214 

5 Ibid , page 218 

0 Ibid , pages 222 and 323 
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INDEX-KUMHEE'3 OF WHOLESALE PRICES 
(Base 1913, 100 ) 



1930 

1931 

1932 




1933 




Country 

ej 

to- 

rt 

a 


cl 

b 






Argentine 

u 

«j 

< 

b 

41 

< 

r‘ 

— t 

a 

c 

*-> 

rQ 

£ 

«r 

C. 

< 

>* 

n 

rZ 

June 

*5 

»-» 

122 

ns 

119 

113 

113 

112 

112 

112 

313 


Australia 

347 

131 

128 

123 

122 

3 22 

125 

129 



Canada 

135 

113 

104 

100 

99 

101 

102 

105 

106 

110 

USA 

124 

103 

92 

87 

86 

86 

80 

90 

93 


Japan 

137 

136 

111 

140 

130 

134 

133 

134 

136 

138 

Hew Zealand 

143 

133 

129 

123 

330 

129 

129 

130 

130 


Denmark 

130 

111 

113 

117 

124 

123 

122 

123 

123 

125- 

United Kingdom 

119 

104 

98 

too 

99 

9S 

97 

99 

102 

102 

India 

116 

96 

86 

SS 

SC 

82 

S4 

S7 

89 

91 


The Abandonment or the Gold Standard 


Date of depreciation 
m relation to cold 
Country 


^eir Month 


Ofiicnl suspension of OfScnl imposition of 
cold standard exchange control 


( Countries uhosc Currencies hm c depreciated in relation to Gold ) 


1929 Hov 

Aigentme 

Dec 

16 

1929 

Oct 

10 1931 

1930 March 

Australia 

Dec 

17 

1929 



1931 Sept 

Canada 

Oct 

19 

1931 



1933 April 

USA 

Maich 6 

1933 

Maich 6 1933 

1931 Dec 

J apan 

Dec 

13 

1931 

July 

1 1932 

1930 April 

Hew Zealand 

Jan 

1 

1932 



1931 Sept 

Denmark 

Sept 

29 

1931 

Hov 

18 1931 

1931 Sept 

United Kingdom 

Sept 

21 

1931 



1931 Sept 

India 

Sept 

21 

1931 




Comment is needless as tlie tables aie self-evpianatory 
As the Indian cuneney lemamed over-valued m terms of 
sterling, the indirect effect on wholesale prices as shown 
by the indices has been towaids a tall This is not the case 
with otliei countries where a tendency to use is shown approxi- 
mately, roughly though, from the date of depreciation of the 
ciurency and suspension of the gold standard 

If may be aigued that because our expoit trade has not 
expanded with a 33 pci cent depreciation against gold, there 
is no guarantee that further depi eolation of oui cunency in 
terms of Sterling will stimulate it The leason is easily under- 
standable and this point has been very clearly explained by 
Mr Halim Baujan Saikei m the following voids — 

“As will be admitted by even those who are against devalu- 
ation at the present moment, Bupee was over-valued m 
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■September 1931 when how ever, tlie linking of the Rupee with 
the depreciated Sterling give us no doubt some comparative 
advantage as against non-Bntisli countries, though m relation 
to Sterling, Rupee has continued to be ovei-valued But 
along with Indu most of her great international customers 
have also gone ofL sold and depicciated their cuirencies and 
exchange to nearlv the same extent Thus while the relative 
advantage of depieciation has been lost the original handicap 
of over-valuation still persists The depreciation of 33 per 
cent now remains only against gold countries , that advantage 
is no longer available against non-gold countries, and this 
lattei grouo consists of countnes to -which about 75 per cent 
of our goods are cxpoited ’ 

The following table shows the value of India s foieign 
trade m 1932-33 with various countries grouped under the 
three broad divisions, Gold countiies Rterkngana, and other 
non gold countnes — 

Dipectiox or Ixdias Export Trade i>* 1932-33 

Value Rs 

Gold Countries 27,13,92,5SS 

Sterhngam 07,27,26,306 

Other Non Gold Countries 3S,02,37 043 


Tor VL 132,43 55,937 


Thus the ''tilling bloc is the largest group of our export 
customers and devaluation is the most potent means of getting 
advantages in these markets 

Dev aluatiox axd Rise ix Price 
It mav be said that prices of agricultural products may 
not me as a result of devaluation This view seems to be 
rncorieet and other things being equal devaluation must bring 
about a rise in prices The following figures will prove that 
a use in puces was biought about as a result of devaluation 


Ixdex or Prices 

Jute 


1931 

Raw 

Manufac- 

tured 

Tea 

Rice 

June 

45 

67 

64 

74 

Julv 

44 

65 

72 

76 

August 

40 

68 

65 

76 

September 

51 

69 

63 

73 

October 

62 

80 

68 

77 

November 

60 

83 

75 

76 

December 

58 

37 

6S 

73 


‘X R Satker’s statement on the Ratio Question m the AIvsorc 
Economic Journal, December 1933 
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Price 1 ; iom' liumodi itch when the Rupee nai devaluated 
in terms of gold in Septennial l f m Put the advantage has 
not hem eputc so well muntaincd just because even though 
the Rupee was devilii'di el m illation to gold, it remained 
over-valued in illation to Nulmg it 1 bd Tin slips taken 
b\ (lie Govemnienf in oidej to nmntiin this high exchange 
pantv liavi fmihei depio^. d pines IF dong with the 
ihandonment of the golu s( unlaid India had dso devaluated 
the "Rupee in linns of Mailing as 'imu of tlu Dominions uul 
even eountnes like Noiw n uul Mudtn wlnth have linked 
their ciirrcm ic*s with htulnur hav< don* gimlti ns* in pines 
would hav* been aihn vid r lhis n just whit w* should now 
advocate in orilei to nceiv* ihe bimlits that tin ilnndomnent 
ot gold stand lid was rqnctid to (onfu upon ns Tin light 
wax of putting it would he tbit Ihe expictid improvement 
eithei in puces oi in on* ixpoit ti *d« m mow of the i»J pei 
cent cupicciation of tlu Rupee m turns of gold did not eithei 
mnfcnahse oi continue on u count of tin fut that the Rupee 
was over-valued and tint no steps wtr< tiktn lo dexaluate 
it m teams of sterling Jhi/tlnnlw/> in In wis of Moiling aho 
is rweniutl lo achirrc ov mhqnotr mi m pucii Oiu devalua- 
tion has been half-hcaited it stopped lnlf wav l<t us push 
il f Hither rrduct tin mine of tlu Jlupn in to /iis of Milling and 
tec shall immedinith) ir/tiuss a tnlcomt mi tn paces 

The fact that puces will use as a iesult oJ dev ihntion 
is proved bv the e\puienc» of otlioi lgiicultunl eountnes 
within the Stilling gtoup when tin currencies wire d< v lluateil 
m relation to Steihng since lhighmd alnndoiud tin gold 
steud'ud m Scptombei 10 51 

Tl ovti tmucis 

It is pointed out tint it tin ISc? ratio it will be casiet 
to met t the Home Chuges and otha foieign obhgitions than 
at. the lowei latio At fust sight, it mi appeals that this aigu 
nient is lealiy eonect. , hccuise nioic itipees will he i orpin ed 
to meet the same amount of foieign obligations if ts id than 
at Is ti<7 In icalitv it is not so , though tlu oietieallv it may 
he coneot It is not enough meanly to cornua fc oui foieign 
obligations or Home Cliaiges at. xanous latcs of exehange 
and sav that, at a certain latio it would be cheapen to repay 
them than at anothei ratio One must go behind the nieio 
arithmetical calculation and then annual oi lotal value m 
teims of mpees Ultnnatelv vie Inve to meet them out oi 
our balance of trade, that is, out of our sin plus of cxpoits over 
impoits In tlie absence of a favourable trade balance, they 
must be met bv expoiiing gold as is being done for the past 
two ycais It would be o'f no use to induce then harden 
aitificially by maintaining the lupee at a highei value it the 
trade surplus, out of which ultnnatelj even the sinalloi amount 
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of rupees must be found, is being reduced to a very great 
extent thereby The ISd ratio encourages imports, dis- 
courages exports u Inch necessarily means a shrinkage in the 
favourable balance of tiade On the other hand if the Eupee 
is devaluated exports are encouraged which necessarily means 
a larger favourable balance of trade out of which our foreign 
obbgations can be met 

“In the olden days when the Rupee was worth 16(7 India 
had bumping favourable balances of trade, and the Govern- 
ment found it so easy to repay their Home Charges The 
Home Charges never worried them And now when the mpee 
is ISd our trade balance has declined so dangerously that it is 
insufficient to meet them and we have theiefore, had to export 
increased quantities of gold to make up the deficit During 
the last two years we have exported gold valued at the fabulous 
amount of 127 61 crores Quite a large part of it was distress 
gold which had to be parted with because the export of com- 
modities could not he maintained ’ 

It must be admitted that the depression is to a very great 
extent responsible for the fall in India s balance of trade - 
bnt at the same time it would be futile to deny tbafc the devalu- 
ation of the Eupet would have stimulated exports, reduced 
imports helped India to obtain a much larger trade balance and. 
facilitated the payment of our foreign obbgations 

Even b**'ore September 1931 the Government of India had, 
to resort to the dc nee of transfers tlirough the Currency Deserves- 
or that of borrowing funds in the London Honey Alarket to 
enable the Veretary of State to meet the Home Charges The 
result - have bv no means been satisfactory Our monetary 
gold it'ourccs have been depleted currency has been contracted, 
to ■> xen great extent and our foreign obbgations have been 
inrreaved During the five years before 1931-32 the Govern- 
ment of India could hardly remit Es 20 crores per annum, 
on an aieiage through the normal process as shown by the 
following table — 

Remittances to the Secretary of State during the Tears 
1926-27 to 1931-32 
(In thousands of Rupees ) 


Teat 

Xct purchase 
of sterling 

Sterling Loans 

Transfers through 
C jrrenev Keseia es 

1926-27 

S9 02 


23 43 00 

1927-2S 

37 77 30 


5 06 00 

1928-29 

41 02 IS 

8 00 00 


1929-30 

20 39 12 

8 00,00 

13 77 00 

1930-31 

48 S2 

5 32 00 

11 63 00 

Total 

99 5? 80 

21 32 00 

55 89 00 

1931-32 

34 05 91 


37 73 00 
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In 1931 32 also when the (lot eminent could remit os much 
as Its 31 01 rnos tiie\ could noi puit base St oiling m tlic maikot 
until October of the sum* m.u md had to sell Rs 10 cioies in 
older to maintain the o\ change As Ins been admitted even 
by the Conti oiler of Cunencx m his Repot! for 1911 32, had 
it not been £oi the huge txpon of "old fiom Indn, the position 
•would hftie been still none 

It has to he idmitted tli it deialuation would hive allotted 
the ftoicrnmt nt s fmanenl position , but the economic uiteiesls 
of the count is must alwnxs be until pieceduue ovei the 
fimneial eomennines of the (lournmont The linaneial 
tiouhles of the Gmcmminl would Laigdy depend foi then 
solution on the mipio\eimnt of economic conditions within 
the count i\ on a list* m the put os and on the pmch ising power 
of the people 

Timing the last soxeial \eais emngimv taxation has been 
pilt>d up to a sen gieat extent and still tin' Govunnnnt finds 
it sen difficult to balance the budget Increase in income-tax, 
biircb lrgos and the lev\mg of excise duties on sugai and 
matches liaic been resoited to to Inhiue the budget The 
budget estimates foi Jo;i 15 shov an mticipated sui plus of 
Ks 1,29 lakhs only when neatly all omeigenev taxation pio- 
posals Ime been maintained and th**ie liaxe been new excise 
duties imposed on m itches and sugai The railwaj budeet 
for 1911 35 discloses i net dclitit of 11s 7 / cioies for 1933 31 
md i fall in the income foi 1951-31 to bt>; cioies as against 
the budgeted amount of SO^ croros Foi 1951-35 the deficit 
is estimated it, I Is 5} cioies 

It docs not mean that the high latio is wlvnllj lcsponsible 
for this slate of a flans , but it will be conoet to say that it 
lias accentuated the evil eflects of tiacle dejncssion and condi- 
tions might base been bettei if devaluation weie piaetiscd 

Bunin x oi iNnuirnnM ss 

The bm den of agneultmal indebtedness has moi eased 
because of a fill m puces for winch the lbd utio is to a 
laigc extent lcsponsible The fall ni expoits Ins dcpicssed 
tin* puces of agucult mal pioducc inside the countiy also , 
but the burden of lent, had levenue and mteicsl charges 
has not correspondingly dimimslictl 

BnVAUUA'l lOIN AM) CoXbUWI.K 

In the aiguments usually advanced m lavom of the 1Sc7 
latio piominonco is given to its benefits to the consume! -e 
little reflection wall show' the fallacy of the aigument that the 
consumci is benefited by tlio 18c7 latio In reality some y 
cannot be split up into sepaiale consuming and producing 
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groups Nearl\ all consumers me directly 01 indirectly pio- 
ducei s -xml it, thereto c, t lies have to pay something more 
foi imported goods wlnrh tliev purelnse, they will ho moie 
than compensated bv getting higher prices foi vhnt they pro 
duce Consumers no also nago-carnets ind as such they 
mil he benefited m the foim of better s\ag< s and full time 
employment undei the icgimc of high prices Wage earners 
lose m a period of using puces As consumers they get 
incroised pin chasing pow ei m a period of tiade piospenty 
“When } ou consuloi fmthei that on the "whole mo produce 
more than no consume, and that the proportion of the neces- 
sities of life that liase to he imported to that winch can ho 
found v lthm the count! v is rather small, it would ho clear 
that on the balance tin (ountrv as i whole stands to gam from 
devaluation and the lousequent rise m prices” In tins 
councction, Sir Pmushottanulas Thaluudas in Ins Minute of 
Jlibiint to the Papal Commission on Indian Cuuency and 
Fmmco, 1020, uroti tint * legaidmg import ed ai tides, the 
beneht from ahigliei c\(hange is immediate , hut the piopoi- 
tion of such him fit naming to the masses is veiy small, 
estimates 1 urging bit -warn 7 pei cent and 40 pci cent of the 
imports ’ (fu i st, of the Benoit) 

In soim cpiaitirs it is pointed out that the country should 
not result to tunenn/ manipulation, hut unit for bcltci mulct - 
standing Into cm nation s Tins argument supposes that, 
lowering the ratio to lbt? would he currency manipulation 
In tlm respect anv change can he called manipulation In 
this connection Mi N R Sailcer in roplj to Aeharya Hoy’s 
statement pointed out that “it is a mattci of common know- 
ledge that the maintenance of the 18d llupco is itself one of 
the gicitest icts of cmrency muupulation m recent times 
It is universally admitted how monov, volume of cuirency, 
tnnsfei of funds fiom one icsene to anotlici, m fact every- 
thing has been manipulated by the Government m their 
iffoib to maintain an over-valuated ‘Rupee Patio ” 

It is ti no that betto undo standing between nations to restore 
the price equilibria and curieney systems is lnghlj desirable , 
hut to v ait. lor it indefinitely would he a philosophy of despair 
It should be called economic fatalism Eveiy country must 
do whatevei it can to improve economic conditions and tins 
is v hat other countiies have done Japan, England, Amoiica, 
etc , did not w ait foi the rest of the world to intervene m then 
behalf and cme then economic ills They took steps which 
they thought best suitable for their countries India should 
also do tho same thing Theieisno guarantee that if wo wait 
wo are suio of achieving hettei understanding between nations 
As a mattei of fact tho nations of tho World did meet and held 
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the Woild Hconomic Conference m June 1933, but they dis- 
persed -without any substantial achio\imont to then eiodit 
According to Pi of Gust n Tassel ‘ otlioi countries by no means 
need to remain entneh pas'-nc,” ind “there is nothing to 
prcrent them itidrudually proceeding on the light load and 
introducing a rise m then price ley el ” 

It is unfortunate that in tn the latio question has been 
eonsuleied fiom the pioMiicia! point of new and it Ins been 
asserted that “the nro\o for the dey duatron of the Ilupee rs 
berng taken to gi\c liidneit protection to the Bombay Mill- 
owners ” If the It a7 ratio would mean protection, it must 
be equally for all millownci-, Ik they ru Bomhrv, Vhmedabad, 
Nagpur, Sholapur, Tawnpote, Madras oi Bengal It would 
giro protection not only to milim neis but to all produceis 
who base to lace foioign competition Businessmen tlnough- 
out India have been demanding that the ia1io should be loweied 
and it is not the Bomb ly inillowmis alone who base put 
forw ard that demand The I cderation of Indian Chambers, 
consisting of y.iued Indnn industnal and eommeicial interests, 
have passed unanimous resolutions demanding the Mu? latio 

11 was pointed out by Adiaiya Boy tbit fiom the stand- 
point of Bengal industrial dey elopmenl spcunllv m the line 
of textile, tins dey aluation moye appears to he nioic smistei 
Bengal is foiging ahead m the nutter of industrial development, 
hut if this move succeeds, it yrill increase the puces of inaelinieiy 
considerably and yuthout importing which Bengal cannot do 
at piesent, and all hopes foi industrial development vv ill be 
doomed foi ey or ’ 

Of com so, the pi ice of nnpoited machinery yyould rise 
at, the 16d latio , but that would he ipplicablc to Bombay 
and Bengal equally The disadvantage yrould be common 
to all impoiteis of machinery in all provinces nr India No 
doubt that province yvlnth imports machinery of a larger value 
y\ ill have a gieater disachantage bee ruse rt wrll have to pay 
a largci total sum During tlic five years 1921 28 to 1931-32 
the total value of textile machine! y impotted into Bengal and 
Bombay yyas IN 92,93,167 and Bs 7.63,41,011 respectively 
Bombay should, therefoic, lose moio than Bengal m this case 

If the stalling of new nulls is m the mind oi those yvho 
advance this aigmnont, it may be pointed out that nothing 
yvould prevent Bombay milloyvners from erecting tlieu new 
nulls m Bengal 

Bet us grant that a higher ratio will help Bengal by cheap- 
ening imported machinery Suppose Bengal starts a mill 
yvitli a machinery woith Bs 10 lakhs at the 18c7 ratio TJio 
machin(>ry may be expected to last for 30 yeais and to produce 
goods rvortli at least Bs 10 lakhs annually If the ratio were 
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Kiel tlic nullowncr would Ime to pa> 32* per cent on Rs 10 
] iklis, or 1 25 Likin more than at 18c? But for ten m irs 
lie would be enjoying a 3.2* per cent protection on annuel 
production of Es 10 lakhs woith of poods, or Es 1 25 lakhs 
even j ear In othci words the disadvantage of the purchase 
of machinery undei an 1 bd Rupee would be wiped out m the 
\uj first ycai and the piolection of 12 ‘ per cent would 
continue to benefit the industry for every succeeding yeai 

At ISf? dong with the ( heapening of the price of impoited 
rnaelnneiv, the pace of imported cotton goods will also be 
lowered which will intensify foreign competition People 
would not care to invest money in future when at present they 
hnd mtei national competition to be eery see cue. The cheap- 
ness of liiacluncrc reduces the cost undoubtedly, but the 
advantage given b\ it m re Mating foreign competition would 
be far outweighed In the protection given by a lower ratio to 
the goods produced In the machinery It is thus eleai that 
the Bengal Bomb tc coutioiersv m this case is futile 

I)L\\ICVIHA AM) Small lM)LblJULS 

The slightly higher puce that may have to be paid foi 
maclimen with a lower exchange would gne piotcction to 
mannfact me i s of mnehmerj ami spare paits in India It 
would thus give < mplovmcnt to people who wall be able to 
mved then raoncs in -mall industries 

It is dcealmfiou in terms of slcrhng wlucli is needed and 
devaluation m tennis of gold wall give ns no adsantage in our 
tiade with bteilmg bloc countries These facts should be 
dearly borne m mind in a consideration of the ratio question 
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The Imperial Bank of India Amendment Act of 1934 

It lias hem lorogni/ed suire the pi in of setting up a 
Roseive IVmk foi India Mas tnst considered that, w itb the 
transfer to a Rescue Bank ol the pm eh central builung 
functions Minch <ue at present peifonncd bj the Imperial 
Bank of India, the lattei should be flood fioni some of the 
restnetions which were so far imposed upon it Theieforo 
■when the Kestne Bank of India Bill of 1427 was, introduced 
on .lanuarv 11, P'17, tlieie was also smiultaneoush introduced 
an Impeiial Bulk of India Aet (1020) Amendment Bill wlncli 
w as designed to iemo\ e some of 1 hose lestnetions and to modify 
the eontiol of Government ovoi the operations of flic Bank 

The Jmptiial Bank ot India Bill of 1427 was referred 
to a joint committee identical with that which examined 
the Reserve Bilik Bill m that sen, and that committee 
recommended ceil am amendments to remov e defects in the 
admimstiatn e machinery of the Banl These have been 
mooipoiated in the present Aet which received the assent 
of the Gov ornor-Gener d on the 6th March, 1431 and winch 
will come into force on such dale is mav he appointed by the 
Governor-Genoi.al in Council 

The moie important provisions and amendments of the 
Aet are as follows — 

(o) Section 10 of the Impenal Bank of India Aet of 
1920 has been replaced by auothei authorizing the Bank to 
enter into an agreement with the 11080110 Bank of India to 
conduct Government business is agent of the Reserve Bank 

(b) Sect 1011 4 of the old Act has been lepealed to lemove 
the limitation on the business winch the Bank may tiansact 
at its London ofhcc and to give specific powers to the Bank to 
open blanches outside India, 111 London and elsewheie 

(c) Ceitam amendments have been made to give the 
Bank extended jiowors in regaid to its internal business and 
to zernove restnetions on the foreign exchange business which 
the Bank may transact For instance, the Bank can adv ance 
and lend money and open cash eiedits upon the secunty of 
the shares of the Reserve Bank , upon debentures or other 
securities for money issued under the authority of any Act of 
a legislature established in British India by, 01 on behalf of 
a municipal boaid or committee oi with the sanction of the 
Goveinoi-Gcneral in Council, upon debentures 01 other 
securities for money issued undei the authority of a Prince 
01 chief of any State in India and debentmes of companies 

10 
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with limited liability 'whether registered an India or elsewhere 
subject to the directions of the Central Board It can also 
lend money and open cash credits upon the security of goods 
which are hypothecated to it as security for such advances, 
loans 01 credits, if so authorized by the special directions of 
the Central Board According to the Act of 1920 the Bank 
could not grant loans for more than six month's , but the new 
Act allows it to make advances for nine months for financing 
seasonal agricultural operations It also allows the Bank 
to acquire and hold movable and immovable property as 
security foT anv loan or advance 

(<?) The Bank is now allowed to deal m the foreign 
exchange business To bring tins mto effect the necessary 
amendments liar e been made m Part I of Schedule I 

The restriction that it could bonow money in India only 
for its business has been lemoved which means that the Bank 
can boriow money outside India also for its own busmess 
It can geneiallv do all such matters and things as may be 
incidental to the transacting of the various lands of business 
including the foieign exchange business 

(e) Certain amendments have also been made m Part II 
of Schedule I In this pait the kinds of busmess which the 
Bank is not allowed to transact are mentioned According 
to the Act of 1920, the Bank cannot make loans for more 
than six months It cannot also discount, buy, lend or 
advance money on the security of any negotiable security 
having at the date of the proposed transaction a longer 
period to run than six months According to the new Act 
the Bank shall be allowed to lend for nine months m certain 
cases and it shall be able to discount or lend money on the 
security of any negotiable security which is to run for nine 
months from the date of the transaction , but this will be only 
m case of bills drawn for financing seasonal agricultural 
operations 

(f) Provision i elating to the Constitution of the Ban 1 
The Central Board shall consist of the following directors, 
namely — 

(1) the prebidents and vice presidents of the Local Boards 

established under this new Act 

(2) one person to be elected from amongst themselves by 

the members of each Local Board established by 
this Act , 

(3) a Managing Director to be appointed by the Central 

Board for five years whose appointment may be 
continued by the Central Board for such further 
periods not exceeding five years m each case as the 
Board may think fit , 
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(4) such number of persons not exceeding two and not 
being o (Rceis of the Government as may be 
appointed by the Govemoi-Geneial m Council 
They shall hold office for one year but may be 
le-nominatcd , 

(3) a Deputy Managing Directoi who shall be appointed 
by the Cential Board , 

((>) the secretanes of the Local Boards , and 

(7) if any Local Boaid is heicafter established under this 
Act, such number of persons to lepresent it as the 
Cential Board may piescube 

The Deputy Managing Dneetoi and the secietanes of the 
Local Boaids shall be at liberty to attend all meetings of the 
Central Boaid and to take pait m its deliberations, but shall 
not be entitled to i otc on any question arising at any meet- 
ing The Deputy Managing Directoi shall have the light to 
vote in the absence of the Managing Director The Governor- 
General m Council shall nominate an officer of Government 
to attend the meetings of the Cential Boaid, and such officer 
shall be entitled to attend all meetings of the Cential Board 
and to take pait in its dehbeiations but shall not be entitled 
to vote on any question arising at any meeting Accoiding to 
Section 28 of the Act of 1920 the Contioller of the Cuncncy 
is an cx officio membei of the Cential Boaid of the Bank and 
foul othei members are nominated to the Board by the 
Governor-Geneial m Council According to the new Act 
the Controllei of the Cuncncy will not be an cv-officio membei 
of the Boaid and the Governor-General m Council will have 
the povei to appoint not moie than two membeis to the 
Cential Boaid The control of the Government over the 
operations of the Bank is thus lessened 

( g ) Under Regulation 54 of the Act of 1920 the Governoi- 
Gcneial in Council is entitled to requite of the Central Boaid 
of the Bank any information touching the affairs of the Bank 
and the pioduction of any documents of the Bank, and he 
may also inquire the publication of such statements of its 
assets and liabilities m such form and at such intervals as he 
tlnnks fit Tins power of the Governoi General is lemoved 
under the new Act, because the lelevant provision is that 
“the statement of the balance shall contain the particulars 
and shall be m the form required by Section 132 of the Indian 
Companies Act, 1913, and the piovisions of Section 336 of the 
same Act shall apply to the Bank m like mannei as they 
apply to a banking company ” It may, however, be men- 
tioned that the provision by which the Governor-General m 
Council may appoint auditois undei Regulation 59 to examine 
and leport on the accounts of the Bank has been retained 

10a 
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This menus that the Governor-General in Council will he m 
a position to examine the affairs of the Hank m case of 
necessity 

It is to he noted that this last provision may he necessary 
to make effective Section 43 of the Eeseri e Bank Act to the 
efiect that the agieemcnt between the Keserve Bank and 
the Imperial Bank shall he conditional on the maintenance 
of a sound financial position hy the Imperial Bank 
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